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Foreword

The creation of the Development Funds for Africa  the business entities;

(DFA), and, more recently, funding copstramts, have(c) such improvements could have a significant benefi-
challenged the U.S. Agency for International Develop- cial impact on incomes, foreign exchange earnings

ment. (USAID) tp scrutinize vigorous!y the effectiveness. domestic consumption and food security.

and impact of its development assistance programs in

Africa and to make adjustments needed to improve on  To enhance the analytical guidance and technical
the record of the past. Structural Adjustment programsupport that the African Bureau provides to the field,
have been adopted by many sub-Saharan African counD/PSGE initiated a series of assessment of donor agen-
tries, albeit reluctantly, and some significant economi€ies’ innovative agribusiness projects in a number of
development progress has been made. As donor agesw-Saharan Africa countries to develop case studies of
cies face severe cutbacks and restructuring of their owggribusiness firms targeted by or benefitting from these
and as less assistance become available to developipijects. The objective of the assessments was to pro-
countries, in sub-Saharan Africa and elsewhere, neWide the Africa Bureau and Field Missions with an
ways must be found to channel the declining resourcé#derstanding of the role and significance of new, inno-
to their most effective and productive uses. Donoiative agricultural marketing and agribusiness programs
agencies like USAID, therefore, are increasingly lookingP€ing implemented, and to synthesize a cogent set of
at the private sector for new and innovative ways oféssons learned and their implications for USAID
improving competitiveness, and often to agriculture aggribusiness project design and implementation.

the potential catalyst for generating broad based, sus- This document is Volume 1 of a five-volume set

tainable economic growth. In the light of the DFA andpresenting the Summary, Conclusions, and Cross-Cut-
sub-Saharan African countries’ recent development &g Findings of the research that was conducted in East

periences under Structural Adjustment Program, th@srica (Kenya and Uganda); West Africa (Ghana, Mali,
USAID Africa Bureau’s Office of Sustainable Develop- 5, Senegal): and Southern Africa (Zimbabwe

ment, Division of Productive Sector Growth and E”Vi'Mozambique and Tanzania).
ronment (formerly ARTS/FARA), has been examining

the Agency’s approach to the agricultural sector. Abt Associates, under the Global Bureau's AMIS I

project, conducted the field research and report prepara-
In January 1991, the Africa Bureau adopted “A¢on The USAID field mission in each country collabo-
Strategic Framework for Promoting Agricultural a4 with PSGE/PSD and Abt Associates, the contrac-
Marketing and Agribusiness Development in sub-o ang was particularly helpful in providing counsel

Saharan Africa” to provide analytical guidance 10434 direction of the field research and reviewing of the
USAID/W, REDSOs, and field missions. The frame-fiqq draft report.

work suggested that:
SD/PSGE believes that the findings and recommen-

(@) while technical and environmental problems musations of this report will help the Africa Bureau, field
continue to be addressed, a major cause of PoQfissions, host country governments, and private sector

performance of the agricultural sector has been thgyons make more informed decisions on future project
inefficiency of the market structures and strateglesdesign, implementation, monitoring and evaluation.

(b) improvements in marketing efficiency require a David Atwood
good understanding of the structural arrangements, Chief, Productive Sector Growth
organization and operating strategies available to and Environment Division

Office of Sustainable Development
Africa Bureau
USAID

those entrepreneurs who constitute the majority of
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Executive Summary

USAID Missions, and to a lesser extent other donorsselect Key Focus (apparent high-opportunity) Areas
are designing and implementing agribusiness profor research based on current USAID interests and
grams intended to develop more efficient agriculturatheir anticipated potential to positively affect agri-
product marketing systems. USAID does not yet havbusiness development. The four Key Focus Areas
effective monitoring and evaluation mechanisms forchosen—based on a literature review, interviews in
these recently established programs nor have the legfashington, and an SSA field survey—were the de-
sons learned from these innovative projects been diselopment oNon-Traditional Agricultural Exports
seminated to Missions. (NTAE), Agribusiness Associations, Small and

The Africa Bureau's SD/PSGE/PSD unit there—'v!%“ur_n (Agnpusmess) E_nter_pnses (SME) and
Financial Services to AgribusinessStep 2: Select

fore requested the Agribusiness and Marketing Im- " s rel it tivity obieci d the K
provement Strategies Il (AMIS Il) project to imple- projects reievant fo activity objectives an © ney

ment an activity titled “Innovative Approaches to Focus Areas that are sufficiently developed to at least

Agribusiness Development in Sub-Sahara Africa."St_arty'eld,mg Ies.sons I(_earngd pased on an initial field

. o trip and discussions with Mission and Bureau manag-

The purpose of this activity was to assess donor i i

o . Lo : . ers, and select field research countries based on the
agencies’ innovative agribusiness projects in a num-=""" _

. . location of these projects, Step 3: Complete three

ber of Sub-Saharan Africa (SSA) countries and to i i , ) )

additional field trips to collect detailed information

develop case studies of agribusiness firms targeted b i :
" . - n the selected projects and do case studies on target
or benefiting from these projects. The objective of the e LT i ) )
L . . . beneficiaries, primarily via in-depth interviews with
activity is to provide the Africa Bureau and Field ™ -

. . . ._project managers, donor management, and beneficia-
Missions with an understanding of the role and sig-, X )
" . . . . _—ries, Step 4: Analyze the information collected, ex-
nificance of new, innovative agricultural marketing

L L tract lessons learned, and suggest the implications for
and agribusiness programs being implemented, an . ; i . )

. enhancing the design, implementation, and monitor-
to synthesize a cogent set of lessons learned and their

implications for USAID agribusiness project designmgl and evaluation of USAID agribusiness projects.
and implementation. The entire Innovative Approachegroject had
two phases. Phase | covered East Africa; Phase Il

The AMIS Il project was established to provide ) )
. . . covered West Africa, and Southern Africa, and added
USAID with access to private sector commercial ex- i i )
: . oo three secondary literature studiesinovative Ap-
pertise that would help improve agribusiness market-

ing. The major focus of AMIS Il is to stimulaiteput proachesresearch findings are reported in five sepa-

. Jate volumes. Volume 1 (this document), Summary,
supply and post harvest-based, private sector le i i o
. . Conclusions, and Cross-Cutting Findings; Volume 2,
economic developmerithe AMIS Il approach is to

- . - Secondary Research Findings, Volume 3 - East Af-
address agribusiness marketing efficiency and effec- :
. . . . ._rica (Kenya and Uganda); Volume 4, West Africa
tiveness improvement, and agribusiness project im-

pact measurement and evaluation, frocommercial (Ghana, Mali, and Senegal); and Volume 5, Southern

. ) . . Africa (Zimbabwe, Mozambique, and Tanzania).
perspective. This report is therefore more prescrlpl-Dh | (East Afri ; fivity but that
tive and less descriptive than a typical USAID docu- ase | (East Africa) was a separate activity but tha

: ; éi)receded Phase I, but it had very similar objectives.
ment and is based on the expert judgments of analysis )
. . . . . Phase Il broadened the geographic scope and went
with extensive private sector operating experience.

into more depth than Phase | on the Key Areas of
The methodology used for this activity consistedrFocus. Therefore, output from the entirmovative
of the following four basic steps. Step 1: Identify andapproachesactivity is presented in a single series.

Xi



function after donor support ends will continue to
provide services to agribusinesses. Financial services
projects are significant in that they attempt to address
one of the most important constraints to agribusiness
Of the 51 “some relation to agribusiness” projectsdevelopment, lack of access to financing.

assessed by thénnovative Approachesctivity,
USAID supports 27 (slightly more than 50 percent).

AGRIBUSINESS PROJECT GENERAL
FINDINGS

The idea thatgribusiness associatiortan play

: . an important role in overcoming the dis-economies of
However, the comparatively larger size of USAID . - L . )
fscale and raising the “voice” of agribusiness firms is

rojects means that USAID’s dollar value share o . . .
broJ relatively new and therefore innovativehe devel-

“some relationship to agribusiness” projects is much -
pment ofumbrella associationas a means to over-

greater than 50 percent. USAID supports 13 of the 1gome the management and “voice” limitations of small

active “predominant agribusiness focus” projects as- . . L . . .
ecialized associations is also innovativés very

s

, i AID’s share of h§ . . .
sessed, but again repre.sents' us s share of i ifficult for micro and small enterprises (MSES) to
dollar value of these projects is much greater. There-

. . .__directly participate in NTAEs. A very innovative ap-
fore, USAID is the most important donor supporting yP P y P

L . o roach to overcoming this constraint is exemplified
agribusiness development in SSA, especially in term S ..
y the KESSFA project in Kenya. The association,
of the dollar value of support.

supported by the Hans Seidel Foundation, organized
The area of focus with the largest number ofproducers into self-help groups (SHGs), which in

projects is Financial Services, which accounts for 3Turn belong to KESSFA.

percent of the projects identified. However, only a Agribusiness related policy enhancement is a tra-

few of these projects are focused on agrlbusmessear'tional area of focus for donors. Most donors try to

i icul h lop- : : s

most suppprt producthn ag'rlcu ture or the deve OIOaccomphsh this through the conditions precedent as-

ment of private sector firms in general, although the)gdociated with their loans/grants for government bud-

do have agribusiness firms as clients. The secon . . . -

lar es}[/ are?ol IO;J flocus is: SME De\llelo ment. wher et balancing and by supporting advisors within the
9 P ' ministries of agriculture. USAID not only supports

only 25 percent of the projects have a predominantly .~ . L . .
L . gribusiness associations, which can effectively lobby
agribusiness focus. In Association Development

L . . 6or enabling environment enhancements, but also
agribusiness firms are the target beneficiary for 6 . . . .
sponsors unigue and innovative projects where local

percent of the projects. For NTAE Development, 70 . A
: L professionals focused qguolicy enhancemerdre at
percent of the projects target agribusinesses.

the same time involved in SME and NTAE firm-level

The significance of agribusiness development developmenSupport foventure capitafirms is also
projects is substantial given the vital linkage role ofan innovative donor approach to private sector devel-
agribusiness between producers and consumers apgment in SSAUSAID and a few other donors have
the potential for NTAEs to increase producer andecently developed or adaptéshovative financial
agribusiness firm income, improve value of outputinstrumentsto help overcome the equity and financ-
per hectare and unit of labor, use excess labor, arnfdg problems of SME entrepreneurs.

enerate foreign exchange. Two important ways to . . . -
9 . g . g P y Most of the projects assessed during this activity
stimulate agribusiness development are through

. . L are relatively new, which makes it difficult to quan-
projects that focus on developing agribusiness asso-

o . e ._Tify their impact on private sector investment. Cer-
ciations and projects that focus on providing financial - L ) .

. oo oo .. _tainly for domestic private sector investment, it would

services to agribusinesses. Agribusiness associations

. . ; e nearly impossible to establish new agribusinesses
are important in two ways. First, they can leverage

; L or successfully develop them without the projects,
donor resources by forming groups of agribusinesses )
. N AR since the projects are often the only source of the
which have more “voice” than individual

agribusinesses. Second, associations that continueservices needed to do so. This is especially true for
9 | ' é(I{/IEs, NTAE development, and financial services to
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MSE agribusinesses. The donor-supported NTAEype of beneficiary, and benefit versus cost analysis.
development projects assessed by this activity are In general, USAID places more emphasis on for-

playing a significant role in overcoming the con- mal M&E systems than do other donors. The portion

straints to and capitalizing on the opportunities forofUSAID’s support that is used to improve a country’s

vibrant NTAE industries; as indicated by the Succes?)alance of payments is coordinated with other donors

of NTAE projects in Kenyg (KEDS), Uganda and the World Bank and USAID uses progress on
(ANEPP), Ghana (TIP), and Zimbabwe (Mash East), . ,
conditions precedent as an impact measurement. For
The projects assessed during this activity, alother donor projects and project-related activities, it
though in their early stages of development, have fois unusual to use macroeconomic measurements to
the most part successfully stimulated the formatiorassess the impact. There are two primary reasons for
and expansion of agribusinesses. This has resulted fhis: (1) other donors tend to disburse their assistance
additional employment in the firms themselves, ashrough local government entities, whose performance
well as additional employment in companies that prothey cannot control, and (2) other donors’ activities
vide them services and the producers that supplgire most often broken down into individual targeted
them inputs. Food security within a country is en-projects or activities that have their own set of objec-
hanced by a fully functional agribusiness sector thatives. Progress on these objectives is usually assessed
efficiently and effectively translates the food andon at least an annual basis, but not necessarily on the
beverage needs and desires of the population back basis of extensive quantitative measurements. Con-
producers and thus uses the vast majority of the rigtgiderations such as the satisfaction level of the benefi-
kind and timing of their production to fulfill consum- ciaries and government entities involved seem to play
ers’ needs. Therefore, donor-supported projects than important role in these assessments.
stimulate agribusiness development can and will lead
to enhanced food security.

Assisted firms need to be monitored and evalu-
ated closely as a precondition for project assistance.
While the projects assessed did not focus oWVithout their cooperation, trying to quantify the im-
WID-specific issues, especially non-USAID projects,pact of project activities is nearly impossible. AMIS
all projects were gender neutral, and encouraged arntl recommends that USAID-funded agribusiness
supported female entrepreneurs. projects insist that assisted firms, trade associations,
and finance intermediaries agree to supply key finan-
cial and economic indicators on a regular basis. By
MONITORING AND EVALUATION carrying out detailed periodic interviews, M&E ana-
FINDINGS lysts will be conducting ongoing case studies.

USAID needs to strengthen M&E of the financial
The review of innovative approaches to agribusinesperformance of assisted financial intermediaries in
development in LAC and Asia, did not focus on theSSA. Key considerations include the projects’ (and
quality and effectiveness of monitoring and evaluatthe intermediaries’) financial condition, the range of
ing (M&E) on USAID and other donor projects in services offered and whether they are expanding to
those regions. Impact evaluation that is done is usuneet clients’ needs, the intermediaries’ long-term
ally macro (sectoral or subsectoral) and broad-gaugedustainability, and their ability to adapt and innovate
There has been little attempt to assess the impact ¢f meet the needs of old and new clients. USAID
agribusiness projects oassistedfirms, using firm-  should commission independent surveys of the busi-
level performance measures. USAID M&E is in anpess performance of clients of financial institutions

early stage of development, but is more advancegdnd “customer” satisfaction surveys of members of
than that of most donors. Substantial opportunity exist§ade associations.

for enhancing USAID M&E, especially as related to

direct and indirect impact by project component and M&E for SME development projects should fo-
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cus on the financial success of clients, the number gfort services, such as financing, technical assistance,
clients assisted, the employment generated, and hoand managerial advice, the burden on them is much
well the project is able to meet its own agreed budgreater, paperwork much more complicated, and co-
gets.The M&E of financial services projects must be ordination problems much more likely than it would
very commercially oriented (i.e., focused on assebe if they could receive those services from one
growth and ROI/ROA). M&E for association devel- source. Integrated support to a wide range of
opment projects should focus on the success (as dagribusiness SMEs, including firms that serve do-
fined by members) and progress toward sustainabilityjnestic, regional, and international markets, can be
of supported associations. The results of an annugrovided by several different types of intermediary
membership satisfaction survey, conducted by a thirdrganizations, but Agribusiness Service Centers
party, should be one of the most important criteria fo(ASCs) seem to have many advantages over the other
continued donor support of an association. M&E foroptions.

NTAE development projects should focus on the The most significant firm-level constraints SMEs

success of firms, associations, or other entities sug- .
. o ; ace are a shortage of modern management skills,
ported. National export statistics, which are often

d to M&E NTAE oot ¢ » ¢ particularly in marketing and cost control, and the
used 1o Projects, are frequently not &,k of equity/collateral, especially in rural areas,

highly relevant measurement of project performancewhere valuation is difficult and there are land tenure

Key Area of Focus Findings problems. Weak management skills are usually a
greater constraint than technical skill shortages and
make it very difficult for entrepreneurs to manage
There is a strong need for agribusiness SME devetheir businesses in a way that enables repayment of
opment in SSA, especially to suppoirdigenous  financing.

entrepreneurs. Agriculture accounts for a very large

proportion of both employment and GDP in all the Formation of self-help groups (SHGs) is a useful

. . . . , .way to leverage development resources aimed at
countries studied; therefore, agribusinesses’ role in y 9 P

. . . . . . SMEs, and in many instances, may be the best way to
serving and stimulating production agriculture is es-

sential. SMEs usually represent the largest number Srve the needs of small agribusinesses. Another way

o . : . to use SHGs is to link them with large enterprises that
agribusinesses in a developing country; therefore their

. o can provide inputs, technical assistance, and markets.
success is important to the livelihood of a large por-

tion of the population in most developing Cc)umries,'However, to be successful, this latter type of activity

) . . requires intensive, hands-on management assistance
While there is a strong need to increase the role oqud 9
y donors.

Small and Medium Enterprise Development

indigenous people in the economies of their coun-
tries, it will be difficult for them to do so without The design of donor-supported agribusiness SME
outside (donor) help, given local government budgetlevelopment projects should focus on (1) building on
problems. The fact that most SMEs operate in thand/or collaborating withestablishedprivate sector
informal sector should not inhibit donors from pro- development entities, (2) facilitating large processor
viding them with much-needed assistance. to SME linkage projects, (3) overcoming the lack of
There are quite a few donor programs in SSA for_entrepreneurial orientation and “knqwledge of busi-
. . ness” gap, and (4) selecting and using of NGOs and
supporting commercial SMEs. However, none offer ,
the full range of services required by a erngingOther appropriate partners.
SME, none focus on agribusiness, and none operate Therefore, donor activities designed to support
outside the capital cities. Therefore, their impact orand stimulate the development of SMEs should con-

agribusiness and agriculture is minimal. sider the following:

If SME entrepreneurs must work with severall An integrated services approach. This necessi-
different institutions to obtain different business sup- tates an extensive network of well-established
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alliance partners who can provide the broad rangkmit a venture capital fund’'s ability to invest its
of services needed. available resources include entrepreneurs’ lack of

B Since an integrated approach is resource—interf?m'“amy and comfort with venture capital, inad-

L . Lo . . equate record keeping practices, the unavailability of
sive, it requires significant leveraging. This would ™ ) o . . i
. . . exit mechanisms, and restrictions on client size, busi-
include: involving several donors who can con-

. . . . . ness sector, or owner nationalityigh-quality man-
tribute financial as well as design, implementa- bigh-q y

. ) . . agement and support from a donor whoeigperi-
tion, technical, and managerial assistance; exten-g PP P

. ) . . . . encedin business development and finance in
sive private sector input in both project design , , i ) L

. o developing countries will make a major contribution
and implementation; and development of local

consultants to the point where they can competo the success of a venture capital project. New ven-

tently provide services (particularly as related toture capital projects should investigate the experience

marketing and cost control) on an ongoing basis_(.)f other USAID venture capital projects, especially

in SSA, before finalizing a design.

B SME entrepreneurs need significant help to de-
) . . Loans granted through state-owned banks, even
velop a highly functional business plan and to

. C when commercially oriented entities do the feasibil-
use that plan as the basis for an application for

i ) . ity work, are often not repaid due to borrower and
financing. Therefore this component should be ) i
. bank managemenattitude problemsregarding the
part of the services package offered. o
need to repay government-related debt. This is caused

B The project must provide close monitoring of andby weak repayment management in the past.
proper mentoring for clients, especiatyter fi-

. . . Financial services by themselves will not stimu-
nancial assistance has been provided.

late economic development as successfullyiras-

B |tis unlikely that an entity providing services to gratedfinancial, managerial, and technical assistance
start-up, micro, and small enterprises can evegervices. Therefore, while reasonable availability of
become self-supporting. funds will stimulate micro and SMEobrmation TA

and management assistance will likely be needed for

them to be successful.
Lack of access to financing is widely believed to be

the greatesinitial constraint to business formation ~ DOnor activities designed to support and stimu-

and expansion, for all but the largest agribusinesit® the development of agribusiness financial ser-
firms. vices should include the following components:

The major constraints to agribusiness lending by® Training for loan officers to help them assess
financial institutions are the shortage of commer- financing applications on bases other than the

cially viable projects and poor loan and investment ~Porrowers balance sheet or collateral.

“packaging” by the borrowenota shortage of avail- B Assistance for borrowers to develop viable busi-

able funds. Lack of entrepreneur experience and ed- ness plans and financing applications based on
uity, inadequate bookkeeping practices, and the lack those plans, and ways to enhance post-financing
of know-how to develop satisfactory financing pro-  follow-up and support. This will mean providing

posals and the associated business plans are major management and technical services to clients, in
constraints to financing agribusiness SME ventures,  addition to financing.

and therefore limit the ability of donors to disburse.
development finance to these firms.

Financial Services to Agribusiness

Creative and flexible products such as sweat and

in-kind equity, income notes, convertible debt,
The lack of debt financing and entrepreneur eq-  and such.

uity are both important constraints to the success of

venture capitalprojects. Other important factors that Group lending for small borrowers.
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B Use ofexistingsuccessful institutions where pos- firms and the complexities of NTAE markets. SHGs
sible. of small farmers and/or entrepreneurs, who in turn
belong to a donor-assisted association, are a good

B Providing multi donor support due to the mini- . )
. . .. way to leverage scarce donor TA and financial re-
mum size project needed to afford top-qualltySources

management. Consider giving managers respon-
sibility for multiple projects/funds in one country Association organizers need to be aware that there
or regional projects/funds as another means oére trade-offs with regard to size and scope of asso-
leveraging these expensive individuals. ciations. “Voice"’—the impact that an association can

have on policy enhancement—usually requires a large
membership, but an association can more effectively
Agribusiness association development in Sub-Saharastovide services to its members when it has a narrow

Association Development

Africa offers considerable positive impact potentialfocus, such as on flower exporting.

because associations can be an effective and efficient
means to help indigenous, small producers and SMEs
to help themselves, and a leveraged way to suppor?
the development of high-opportunity subsectors. Suc-
cessful associations will eventually become self-supll
porting.

The main constraints to agribusiness association
development success are the legacy of former gov-
ernments’ control of cooperatives, the tendency foll
producer-based associations to be concerned only
with production issues, the low level of training (es-
pecially financial) and part-time status of most asso-
ciation management, members’ lack of finance anch
financial viability, and difficulties association man-
agement has in determining members’ priority needs
and in developing programs to effectively serve their

highestpriority needs.

|
Post-project sustainability of agribusiness asso-

ciations is a major problem. The charter and objec-
tives of supported associations are often too ambi-
tious which leads to suboptimal performance. In a
developing country or transitional economy that lacks
a history of association formation and continuity,
longer term nurturing of associations may be re-
quired in order to achieve agribusiness project objec-
tives. Therefore, while association development can
be an important contributor to agribusiness develop®
ment, strengthening of SSA business and trade asso-
ciations will be a long-term process.

Well-focused anavell-managedssociations can
bridge the gap between small farmers/agribusiness
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Donor activities designed to support and stimu-

late the development of agribusiness associations
should consider including the following components:

Provide assistance to help establish the priority
needs of members and potential members and to
develop programs that serve a limited number of
their highestpriority needs.

Help train association management in how to

manage a sustainable association with a focus on
sources and uses of funds, maintaining positive
member relations, and effective lobbying.

Encourage a vertically integrated structure that
includes producers, packers/processors, export-
ers, and others, to increase the number of mem-
bers and enable better industry coordination.

Consider a multi layer structure wherein small

groups of producers form SHGs, which in turn

belong to a subsector association, which in turn
belongs to a sector association. This will enable
donors to support the umbrella association, which
can in turn support and develop the levels below
it, afford professional management, and have a
greater “voice” due to the large number of mem-

bers it represents.

Evaluate group lending and market information
for high-priority service possibilities (as defined

by members), especially for associations com-
posed of SMEs. However, group lending must be
very carefully managed.



Two very important enabling environment com-
ponents that NTAE projects should focus on are: (i)
transportation, both domestic roads and ports/airports
as well as freight rates, especially air freight, which
There is significant potential for NTAE developmentcan account for up to 30-40 percent of the landed
in the countries included in this research. Opportuniprice; and (2) optimization and proper enforcement
ties in developed country (primarily the EU), second-of customs activities, including quick clearance of
tier (e.g., Singapore and the Middle East), and reeutbound goods and low/no duties on imported raw
gional markets are currently being developedmaterials that are reexported.

successfully by SSA-based firms. While developed NTAE projects with SMESs as the primary benefi-

country markets arevery competitive, some of the . . . .
y y P ciaries should include services that help SMas
other markets are less complex and therefore more L .
. . . togetherto: share expensive fixed assets; jointly pur-
accessible to smaller firms. NTAE promotion also . :
. . chase inputs; consolidate output, at least at the local
represents an opportunity for donors to stimulat L .
. . evel; establish linkages with larger exporters to mar-
broad-based economic development and increase the . .
- . et their output; and negotiate subcontractor or
access of the indigenous population to the commer- . . )
. . . outgrower relationships, especially for lower tech-
cial economy becauseinder the right conditions . .
- .. nology/higher labor requirement products.
indigenous smallholders and SMEs can participate
successfully. SuccessfuBMEexport horticulture development
. . ._requires: a large number of well-organized producers
The major constraints to NTAE development in. d g o g .p
: . ._in a geographically limited area, usually with access
the countries studied are (1) the shortage of workin

. . . ?o irrigation; cold storage units at collection points to
capital (caused by a lack of entrepreneurial equity. emove field heat and store the produce and pro-

collateral and very few sources of trade finance); (2 . .
ucer-owned transport/collection system; readily

oor infrastructure (especially roads, airports, an . . : .
P o (esp y L P available, qualified TA, primarily as related to qual-
communications); and (3) poor organization (the lack ) . ]
Ity control; access to a good communications system;

ofa.l.clear understanding of the highest pI’IOI’I.'[y oppor-a focus on higher value products; shared production-
tunities—products and markets—and the optimal strat- . )
edqies and structures for capitalizing on these o 0related equipment such as sprayers; and access to the
tugnities) P g PP Eocal fresh or processed market for off-grade product

and overproduction.

NON-TRADITIONALAGRICULTURAL
EXPORTDEVELOPMENT

P ti f NTAE and TA f di - . .
.romo on © an_ or Upgrading pro Through its NTAE projects, USAID needs to
duction and export marketing management will nothei

. hten exporters’ and prospective exporters’ un-
by themselves result in NTAE success because lack g . P P p_ P
. . S ) . derstanding of EU market requirements and the par-
of financing will still be a constraint. The addition of

. L . icul fth [ i -
a credit fund to existing NTAE development prolects':_zl‘(r:lsJ E\I/I/ﬁimsal;]dslo ;5 eeTri;?rIES tm:r?:i ;rgpzsgrsé?ﬁgr
(e.g., TIP in Ghana, APEX in Mali, and KEDS in pply sup

. , . institutional customers.
Kenya) would enhance the projects’ effectiveness

and would help USAID meet its objectives to pro- The greatest impact from scarce USAID resources
mote NTAE and to increase the value-added of spewill be achieved when NTAE projects focus support
cific subsectors. Support to SMEs for NTAE devel-on a few high-potential, medium-size firms partici-
opment requires considerable, diversified, and ongoingating in high-potential product lines, as determined
hands-on assistance. Therefore, there is a need for by subsector market opportunity assessments. An op-
institution that offersintegrated services (finance, erating constraints analysis will help identify and
TA, and management) and is “networked” into theprioritize NTAE development constraints for export-
local industry (i.e., has the support of the larger exing firms. Guidelines need to be developed for these
porting firms). studies.
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Promoting intra regional NTAE trade will re- existing export business) and markets and pay
quire taking a hard look at real trade opportunities  particular attention to integratimgdigenoudirms
among SSA countries, rigorously evaluating the cur-  into the industry.
rent performance of regional trading enterprises and
the basis for that performance, and selecting a few
high-opportunity commodities/enterprises for inten-GENERAL RECOMMENDATIONS
sive, direct promotion.

USAID should continue to provide leadership ldentifying and developing effective and efficient
among donors in supporting NTAE development sincéntermediary organizationge.g., associations, food
such projects can generate greater foreign exchang@d agribusiness development centers, or well-man-
earnings; increase employment in production, hanaged NGOs/PVOs) is essential for leveraging scarce
dling, and processing of labor-intensive products; an@roject resources.
achieve a better return on land and labor than coarse Tphere is clearly a pressing need, however, to
grains, legumes, and other basic foodstuffs.

support SME expansion and diversification more ef-
Therefore, donor activities designed to supporficiently and effectively SMEs are very much the
and stimulate the development of NTAEs should con-missing middle” in private enterprise promotion

sider including the following components: programs in developing countries, particularly in SSA.

. Agribusiness Service Centers (ASCs) are one inno-
B NTAE associationscan be very helpful by en- . . . . .
vative vehicle for rigorously screening adérectly

abling scale economies for providing Serv'cesassisting SMEs in the agribusiness system. Because

such as technical assistance and in some cas%s o L
e agribusiness system accounts for a significant

|mplement|'ng tran§act|ons eg., shgreo! eqUIp[oroportion of GDP in most developing countries,
ment, provision of inputs, and consolidation and

i , o creating ASCs—as opposed to small business devel-
marketing of output) and increasing industry

“oice” t h h bl ) ; opment centers (which attempt to satisfy all com-
voice™ to enhance the enabling environment. ers)—is a rational, high-impact use of scarce resources

B Both commercial (smaller firm to larger firm)

. . , A good subsector prioritization model based on
and project (project management to larger firm)

link ith i ; fl. | market potential, comparative advantage, opportuni-
inkages wi e%xecu. IVES O SUCCESSIU, 1arger ;105 and constraints analysis, and availability/interest
NTAE companies will help develop SME mana- . .

of human resources is needed very early in commer-

gerial and business capabilities and assist prOJe%tiaI projects. This thorough analysis is needed to

management to bettgr understgnd the Opportun|'<5rioritize the subsectors of primary interest before
ties and challenges in the business. .

decisions are made about donor support to commer-
B An NTAE project needs tdntegrate financial cial enterprises in a given agribusiness subsector.

(‘?'ebt gnd equity), technical, and managerial ser- Private sector advisors, both expatriate and local,
vices into a one-stop-shop concept that can ads-

) . hould be used more extensively by USAID in the
dress a firm’s constraints in an orchestrated man;_ . o Lo
design and monitoring of agribusiness development

ner. Otherwise the entrepreneur will have to go toprojects because they have a much better perspective

several different sources, each with different re- -, :
. o . . on the challenges and opportunities faced by the pri-
guirements; and/or one missing service will re-

i ) : vate sector than do government employees. Direct,
gult in the others being less than optimally effeC'Iocal business experience is likewise important in
tive. helping to prioritize and pursue policy reform issues

B Projects must identify and target thighest op- related to private sector development.
portunity subsectorgin some cases [e.g., in
Mozambique and Tanzania], which may involve

rehabilitation or forward integration of an old/

Agribusiness development projects must be man-
aged by individuals with consideralsieccessfutom-
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mercial agribusiness experience. Effective staffing isorth of the Limpopo which have more rainfall,
absolutely essential to a project’s success. Profesvailable land, and inexpensive labor than in the RSA.
sional management and a strong interest in localizaFhese firms are therefore actively seeking alliances
tion of most operating positions will facilitate agri- in Malawi, Zambia, northern Zimbabwe, and central
business projects to get off to a solid start. Top-dowand northern Mozambique. The target market for the
counterpart and local staffing will enable more localoutput of these alliances is both the RSA market and
input into design refinements and lower level stafthe EU. The diminishing role of parastatals and de-
selection. Africans from other countries may be ablereasing constraints on cross-border trade in southern
to supplement the supply of local agribusiness manAfrica will help these alliances succeed. These same
agers while locals are trained and gain more experfactors however also function to reduce the safety net
ence. All expatriate positions must have a local counand protection of ISME producers in southern Africa.
terpart. Therefore, donor programs which support the forma-
tion and operation of alliances between RSA and
southern Africa agribusinesses, and, help develop
gribusinesses to supply inputs to and market the
tput of ISME producers have great potential.

Semiannual project review forums (Y2 day with a
broad group of beneficiaries, local government offi-
cials, and private sector representatives; 2 day wit itA
the project team) can be used to coordinate prOJec(:)t
activities, improve their effectiveness, and enhance Key Issues

f(iellng of local ttownershtlrf) O: the prOJectA:[ctlve ¢ This section summarizes key issues identified by this
steering committees, with extensive private sec orct|V|ty that, if resolved, would make a significant

participation, must play a strong role in a project tOposmve contribution to agribusiness development in
ensure success at all stages of implementation.

SSA.
Government approval and support for agribusiness

How can the potential for outgrower/contract
projects are essential, but implementation should be o :
grower schemes be optimized, especially schemes
independent of direct government involvement be-

h i ‘ I ; that have successfully reached out to both small farm-
cause” € private sector generally prefers an armésrs and women? How can the success, future pros-
length” relationship with government; and govern-
pects, and specific agreements of apparently func-
ment involvement in implementation will slow .. .
tional outgrower and subcontractor schemes (e.g., in
Progress. the Arusha/Moshi area in Tanzania, at Mashonaland
Multi donor agribusiness development projectsEast in Zimbabwe, and the silk and vanilla projects in
(especially if focused on financing) should be invesUganda) be further assessed? The specific success
tigated and pursued, especially where other donasriteria and methods for developing sustainable
participants are responsible for a specific area whereutgrower schemes, especially for specialty NTAEs,
they have extensive experience. Alspme PVOs need to be determined.
may be able to move beyond production agriculture

and social development into serious economic devel-. Vices be most effectively and efficiently integrated
opment, and should therefore be considered as part-
Into a single entity that is targeted on a specific high-

ners folr agribusiness development projects, eSpeC'alglpportunlty subsector or firm type? How can a broad
in rural areas.

base of financial, technical, political, and “network”
A significant focus of donor’s agribusiness projectsupport be developed for such an entity?
activities in SSA should be to support the economic
integration of Republic of South Africa (RSA) firms
into southern Africa. RSA food and beverage firms ~ Should or can micro and small enterprise (MSE)
have a strong interest in expanding production angupport institutions become self-financing? Donors
processing of food and agribusiness products to are&i¢ed to assess the potential financial payback and

How can financial, managerial, and technical ser-

Where is the highest opportunity location?
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likely term of MSE projects and determine if a rea-
sonable payback can be achieved. If not, what other
M&E criteria should be developed to assess these
types of projects?

Based on USAID experience worldwide, how
can association services be most effectively scaled @.
association resources? Which activities should re-
ceive funding priority and under what conditions?
How much funding (i.e., what proportion of total
association funds) should USAID provide to weak or
newly created associations? What sources of funding
have been developed beyond dues and donor sup-
port? 3

What is the role for “commercial” associations
that sell members inputs and market their output (es-
pecially for MSEs)? Can commercial associations be
used to improve input supply and output marketing,
replacing outmoded state or cooperative channels?
An investigation should be conducted on how com-
mercial associations can be developed and supported
to function as middlemen between MSE producers
and exporters, thus enabling some economies of scale
and “power” balancing.

How does a project focus on NTAEs but retain
the flexibility to apply similar TA to the much larger
domestic and regional markets, especially for firms
that will eventually become exporters?

Key Agribusiness Project Design and Implementation
Recommendations

The following recommendations are offered based on
the research and analysis completed for this activity.
They are believed to be highly relevant to SSA agri4,

business development needs, and represent the ways

in which the findings of the activity can be applied to
SSA agribusiness development constraints and op-
portunities. The recommendations are roughly cat-
egorized into Programming Related and Implementa-
tion Related classifications.

Programming Related

1. Establish project design and implementation
alliances to increase USAID’s “bang-for-
buck.” This can be accomplished through multi
donor projects, by partnering with selected NGOs/

5.
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PVOs, by cooperating with appropriate govern-

ment entities (e.g., development banks and ex-
port promotion agencies), and by working in close
concert with relevant private sector firms or or-

ganizations.

Increase the involvement of successful private
sector managers in project design and imple-
mentation. This can be accomplished via ongo-
ing private sector development and project advi-
sory committees, periodic project review meetings
with key private sector representatives, and other
similar arrangements.

Enhance the sustainability of interventions via

a heavy focus on developing local capacity
during the implementation of projects. The
chances for intervention sustainability will be
improved by developing - viable associations;
pragmatic and highly practical local technical
and managerial assistance and consulting capa-
bilities; networks that tap into international tech-
nical, marketing, and managerial support; finan-
cial services providers that have an understanding
of business and know how to use references as an
important basis for loan screening; group lending
schemes that have a significant savings compo-
nent; and training institutions that provide useful,
highly applicable, and commercially focused
training and management courses, especially those
focused on enhancing operating capabilities, in-
cluding such skills as business strategy and plan-
ning, financial management, bookkeeping, cost
control, and marketing.

Identify and focus on high-opportunity
subsectors.This should be based on formal as-
sessments and include the identification of me-
dium-size firms with some experience in the se-
lected subsectors. Medium size firms represent
the best opportunity to positively impact employ-
ment, exports and agribusiness development.
Firms with some experience are much easier to
take to the next level.

Implement cost/benefit-focused monitoring
and evaluation on projects.This should be ap-
plied down to the level of individual project com-



ponents. Include in the analysis qualitative input
from interested parties and beneficiaries (e.g.,
member/client satisfaction measurement). Assess
the progress of assisted firms as well as the macro
impact.

Establish a feedback system for all ongoing 2.
agribusiness projects and activitiesThis would
facilitate dissemination, throughout USAID and
the agribusiness development community, of les-
sons learned and implications and could take the
form of an on-line bulletin board with monthly
reports on specific projects, and a data bank,
perhaps on-line, where current project reports,
evaluations, and impact assessments are main-
tained and available.

Each USAID funded activity and project
should have a standard requirement to iden-

tify and report success storiesProving the ben-
efits of USAID work is difficult unless a con- 3.
certed effort is made to identify and report success
stories. These need not be created, there are many
positive results achieved, but they often go unre-
ported. If personnel working on each activity and
project was responsible for, in addition to their
project/activity specific responsibilities, identi-
fying and objectively reporting success stories,
the information bank that would be developed
could become a very useful resource for achiev-
ing support for USAID’s work.

Implementation Related

1.

Develop and sustain effective operating link-
ages to leverage the experience and know of
successful enterprises and individualsMany
medium and larger agribusiness firms and pro-
fessionals have the skills needed to accelerate thé
rate of agribusiness growth on SSA. But this
talent, expertise, and know how is small com-
pared to the need. Therefore, ways must be
found to leverage these scarce skills so that their
benefits can be enjoyed by a large number of
enterprises and entrepreneurs. Such leveraging
can be achieved through outgrower arrangements,
subcontracting, mentoring, “commercial” asso-
ciations, and joint efforts by the local extension
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service/R&D, the private sector, and donors on
constraint alleviation. For large buyer-small pro-
ducer linkages transactional transparency, espe-
cially regarding pricing, is essential to build and
retain confidence.

Develop integrated (one-stop-shop) agribusi-
ness development service centers, which can
provide in one location all the services needed
by SME agribusinessesThese services include
financing (flexible equity and debt based on busi-
ness and reputation considerations); technical as-
sistance and consulting services on processing,
packaging, transport, quality assurance, and cost
control; managerial consulting on business strat-
egy and planning, financial management, and on
sharing fixed assets; and assistance gaining ac-
cess to domestic and international support net-
works.

Investigate the development, promotion, and
use of integrated, diversified agribusiness as-
sociations These associations would include
producers, processors and packers, exporters, and
service companies as members. They would: pro-
vide a range of integrated services, including
input supply, output consolidation, marketing,
and technical assistance; identify, understand, and
respond to memberptiority needs; demonstrate
good funds sources and uses understanding and
management; be able to balance policy and voice
concerns with members’ other priority needs;
and possibly support or directly provide group
lending. Umbrella associations can also be used
to achieve this type of leverage and range of
services.

Consolidate and thus leverage the activities of
micro and small enterprises.Such consolida-
tion and leveraging can be achieved by joint
input purchasing, by owning fixed assets in com-
mon, by consolidating output, by using a com-
mon source for technical assistance, by having
full-time rather than part-time operations manag-
ers, by negotiating and lobbying as a group, and
by self-help groups coming together to form an
association.



Place as much emphasis on identifying and
developing opportunities as on constraints
analysis and policy enhancementrirst, deter-
mine where the opportunities are and how to
capitalize on them; then assess the policy and
enabling environment constraints only if they
limit access to or the ability to capitalize on
established opportunities.

Place predominant enabling environment fo-

cus on conditions that are constraints to high 7.

priority agribusiness opportunities. Prioritize
enabling environment constraints on the basis of
interviews with entrepreneurs and commercial
participants insights into high-opportunity
subsectors. Place equal emphasis on i) proper
enforcement of established rules and regulations
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and ii) policy modifications. Look for joint pub-
lic/private/donor solutions to priority enabling
environment constraints (e.g., infrastructure). Un-
derstand that commercial policy enhancement and
institutional development must be private sector
and market led. Use enabling environment policy
enhancement project professionals who are di-
rectly involved in business development as a
source of policy modification needs.

Emphasize regional, specialty, and domestic
markets for agribusiness micro and small en-
terprises. This would include a focus on balanc-
ing domestic supply and demand, on value-added
products (e.g., maize milling), on less demanding
regional markets, and on niche markets veith
tablishedcustomers.



Glossary of Acronyms
and Abbreviations

AED Academy for Educational Development

AfDB Africa Development Bank

AFR/SD Africa Bureau/Sustainable Development

AMIS 1 Agribusiness Marketing Improvement Strategies I

ANEPP Agricultural Non-Traditional Export Promotion Program (USAID)
APEX Animal Productivity and Export Project (USAID)

ARDA Agricultural and Rural Development Authority (various donors)
ASC Agribusiness Service Center

ATI Appropriate Technology International (Tanzania Swiss Trust Fund and others)
CAAS Cooperative Agriculture and Agribusiness Support Project (USAID)
CARE Care International in Zimbabwe (USAID and private donors)
DANIDA Danish International Development Authority

DHV Développement de la haute vallée (USAID)

EPADU Export Policy Analysis and Development Unit

EU European Union

FAO Food and Agricultural Organization of the UN

GTz German Technical Cooperation (German government)

HRDP Human Resources Development Program

IDIL Instituto Nacional de Desenvolvimento de Industria Local (various EU donors)
IFC International Finance Corporation

ISME Indigenous Small and Medium Enterprise

K-MAP Kenya Management Assistance Program (USAID)

KAED Kaolack Agricultural Enterprise Development Project (USAID)
KEDS Kenya Export Development Support Project (USAID)

LAC Latin America and the Caribbean

LOP Length of Project

M&E Monitoring and Evaluation

MSE Micro and Small Enterprise

NGO Non-Government Organization
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NTAE Non-Traditional Agricultural Export

OCA Operational Constraints Analysis

PSFP Private Sector Foundation Project (World Bank)

PSGE/PSD Productive Sector Growth and Environment Division/Private Sector Development Unit
PVO Private Volunteer Organization

RMPS Risk Management and Profit Sharing

ROGP Rubber Outgrower Project (CFD/World Bank)

SAEDF Southern Africa Enterprise Development Fund

SD/PSGE Sustainable Development/Productive Sector Growth and Environment
SEPSO Small Enterprise Professional Service Organization

SME Small and Medium Enterprise

SO Strategic Objective

SSA Sub-Saharan Africa

TA Technical Assistance

TIP Trade and Investment Project

TISCO Tanzania Industrial Studies and Consulting Organization

USAID United States Agency for International Development

ZED Zimbabwe Enterprise Development Project (USAID)

ZIMMAN Zimbabwe Manpower Development Il Project

ZimTrade Zimbabwe Export Promotion Program (EU)

ZOPP Zimbabwe Oil Press Project
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1. General Introduction to the Eight
Country Study

agribusiness development projects have grown more
complex, the need for monitoring and evaluation has
risen accordingly. The research activity will focus
USAID Missions, and to a lesser extent other donorspn two categories of innovative programs to support
are designing and implementing programs with theagricultural marketing development: supporting ser-
objective of developing more efficient agricultural vices and institutions; and financial systems and
product marketing systems. The Africa Bureau'sservices.®

Agricultural Marketing and Agribusiness Develop-
ment Strategic Framewontalls for examining mar-
keting constraints and identifying ways to improvel.3 ~ ANALYTICAL ISSUES TO BE
marketing efficiency. USAID does not yet have ADDRESSED

effective monitoring and evaluation mechanisms for

recently established ggribu§iness development PrSrhe research activity calls for the consultant to moni-
grams nor Ways to_ d|ssem|nate the. Ie§son§ Iearnefgr in the targeted countries the impact of new and
from these innovative projects to Missions in Otherinnovative programs implemented by donor agencies
countries. and to carry out case studies of agribusiness firms
USAID’s Africa Bureau therefore requested thetargeted by a project or benefiting from a project.

Agribusiness and Marketing Improvement Strate- As called for in the Statement of Work refer-

g|e§ (AMIS’ 1) _prOJECt to.carry'out surveys of inno- enced above, the major analytical issues to be ad-
vative agribusiness projects in a number of SUbaressed are:

Saharan Africa (SSA) countries for the purpose of . _
providing the Bureau and Field Missions with (a) a(1) What are the major constraints that the program
compilation of lessons learned to assist in develop- ©F mechanism was designed to address?

ing future marketing and agribusiness development) what are the performance indicators to measure
activities and (b) an effective monitoring and evalu- impact and how do they relate to the goal and
ation mechanism for its present and future activities.  pyrpose of the mechanism/project?

The complete Terms of Reference for the activity )
are included as Appendix A to this report. (3) What has been the effect of the mechanism/

project on private sector investment levels, ex-
port promotion, and people-level impacts?

11 BACKGROUND

1.2 OBJECTIVES

1.4 AMISIIAPPROACHTO

“The objective of this research activity is to increase AGRIBUSINESS DEVELOPMENT
understanding of the role and significance of new, RESEARCH

innovative agricultural marketing and agribusiness

programs that Missions are implementing, and to ) ) )
synthesize a cogent set of “lessons learned”. In a}l;he AMIS 1l Project was designed to provide USAID

era of scarce development resources it is primordial.'?Ccess to .prlvate sec_tor F:ommermal .exper.ns_e that
that design innovations and project successes B/gould help improve agribusiness marketing efficiency.

disseminated rapidly and replicated elsewhere. As The major focus of the project is on stimulating




private sector led economic developmenbdt on vations and represents the best business judgment of
enabling environment enhancement or social devehighly experienced and successful practitioners.
opment. Although enabling environment enhance-

ment and social development are important aspects
of economic development, the AMIS Il project ad-1.5 METHODOLOGY
dresses them only when they act as constraints to

commercial development. AMIS Il focuses prima-pe methodology adopted by the AMIS Il team for
rily on the provision of inputs to production agricul- his activity consisted of the following steps:
ture and all aspects of agricultater the farm gate

The project does investigate production agriculturel'
issues unless so dictated by market requirements.
The project uses anarketedor demand pullap-
proach.

Identify and select Key Focus (apparent high-
opportunity) Areas for research based on major
areas of current USAID interest and the antici-
pated potential of a key focus area to positively

_ o affect agribusiness development. The four areas
The AMIS Il approach is to address agribusiness  5sen—hased on a literature review, interviews

marketing efficiency improvement and agribusiness Washington, and a field survey—were the
project impact measurement and evaluation from a development ofNon-Traditional Agricultural
commercial and analytical perspective. Thus, this Exports (NTAE), Agribusiness Associations,
report is more prescriptive in nature and less de-  gmall and Medium (agribusiness ) Enterprises
scriptive than a typical USAID activity report. In (SME), and Agribusiness Financial Services.
other words, it deals more with the “so what?” and  The first three fall into the category of “support-

less with the “what’'s so?” of agribusiness develop- ing services,” as mentioned in project objectives

ment activities. (see section 1.2); the fourth relates to the second

The principal authors of this report are first and ~ category—financial systems and services. As
foremost agribusiness operations and consulting pro-  part of this effort, the consultants reviewed the
fessionals with many years of internationaivate project monitoring and evaluation procedures
sector food and agribusiness development experi- used by the Missions and made recommenda-
ence, much of which was gained while living and  tions to improve them (as called for in “Analyti-
working outside the United States. Most of this  cal Issues,” section 1.3 above).

experience was in management positions with lead,  conguct a literature search on all identifiable

ing food, agribusiness, and agribusiness supply firms  sa|D and other donor-supported agribusiness
such as Beatrice Foods, ConAgra, Cargill, FMC, projects in SSA countries.

and Monsanto, and was focused on business expan-
sion and market entry in developing countries. Jin3-
Maxwell currently works for Cargill Technical Ser-
vices, which reports to the head of Cargill Africa.
Cargill's Africa operations include 15 agribusinesses
located in 8 different African countries.

Based on (1) and (2) above, select the SSA
countries that have agribusiness projects or ac-
tivities, sponsored by any donor, that relate to
the Key Focus Areas. Solicit USAID Mission

support to work in those countries that have
both relevant projects and activities and sizeable

The result of the above orientation is a presen- agribusiness sectors.

tation style that is not academic, but rather crisp,
authoritative, and judgmental. It is based on thé*
authors’ in-depth and extensive knowledge of
agribusiness firm operations, investor/financier per-
spectives, and their significant business develop-
ment/market entry consulting experience. Therefore,
the presentation style used herein uses pointed obser-

Arrange and complete an initial field trip to coun-
tries where USAID Missions invited the consult-
ants to work, and that have relevant agribusiness
projects and activities being implemented. Collect
additional information on the selected projects
and on any others suggested by field personnel.



Confirm Mission and REDSO-level Key Focus in nature). Recently, the World Bank and EU donors,
Areas of interest. including CDC and some of the German donor foun-

5. Screen the identified projects or activities anddatlons’ have focused on private sector development,

. v¥hich often includes agribusinesses. Therefore, many
select those that have aspects relevant to projec ) L )
{)f the projects and beneficiaries assessed under this

objectives and to the Key Focus Areas, and that | | : i o
- o activity were available to or assisted agribusinesses,
are sufficiently developed tstart yielding les- ) .
but that is not their primary focus.

sons learned.

6. Arrange and complete additional field trips to
collect detailed information on the most relevant] .7 ORGANIZATION OF THE

projects and do case studies on target beneficia- INNOVATIVE ACTIVITY
ries, primarily via in-depth interviews with PROJECT REPORTS
project managers, donor management, and ben-

eficiaries.

The entire Innovative Approachegroject has two
7. Analyze the information collected, extract les-phases. Phase | covered East Africa; Phase Il cov-
sons learned, and suggest the implications foered West Africa and Southern Africa, and added
enhancing the design, implementation, and monithree secondary literature studies.
toring and evaluation of USAID agribusiness

act Innovative Approaches research findings are re-
projects.

ported in five separate volumes. They are Volume 1

8. Expand the geographic coverage and increadghis document) - Overall Project Summary, Conclu-
the depth of analysis both in countries and in thesions and Cross-Cutting Findings, Volume 2 - Sec-
Areas of Focus that can be affected by USAlIDondary Research Findings, Volume 3 - East Africa
agribusiness activity design and implementa{Kenya and Uganda), Volume 4 - West Africa
tion. (Ghana, Mali, and Senegal), and Volume 5 - South-

ern Africa (Zimbabwe, Mozambique, and Tanza-

tion Development and Financial Services; activity inma)' Phase 1 (East Africa) was a separate activity,

Southern Africa focused on SME and NTAE devel-bg_t at.predepct:essorzt% Ph:se i ;nd had vera/. similar
opment. The SME focus was on the developmen(t) jectives. Fhase roadened the geographic scope

and sustenance andigenousSMEs (ISMEs), espe- and went into more depth on the key. Areas of Focus.
. . . ._Therefore, output from both Innovative Approaches
cially in Zimbabwe and to a lesser extent in

Mozambique and Tanzania. the activities is presented in a single series.

The activity in West Africa focused on Associa-

Each of the regional reports (Volumes 3, 4, 5)
are organized as follows:

1.6 LIMITATIONS .
Introduction

Key Regional Findings (organized by the four
Areas of Focus plus Monitoring and Evaluation,
General Recommendations, and Issues Deserv-
ing Further Study)

Research was limited to the countries that respondeﬁ
positively to the SD/PSGE/PSD request for collabo-
ration.

USAID is the only donor with a particular interest
in agribusiness development, and this interest is quite
recent. Therefore, there are a limited number of Entities/Case Studies Selected
donor projects specifically targeted on agribusinesses,
and even fewer with a sufficient track record for in-
depth evaluation (i.e., any results are very short term  Findings on Associations

Country-Specific Studies (separate chapters)

Findings on Donor Projects



Findings on Development Finance Organizations 7.

Findings on Private Agribusiness Firms

What monitoring and evaluation mechanisms, sys-
tems, and indicators can be suggested?

8. What relevant lessons can be learned from this

Lessons Learned and Implications for
USAID Planning — organized by the
four Areas of Focus plus Monitoring
and Evaluation, General Recommenda-
tions, and Issues Deserving Further 9.
Study

In volumes 3 through 5 findings on the larger10.

projects and associations were analyzed in a manner
that responded to the specific research questions

listed in the Scope of Work. The research question%

as interpreted by the consultants, are as follows:

1.

. How are external influences being managed?

What project or activity objectives are relevant

to the areas of focus chosen for study? 12

. How are these aspects of the activity innova-

tive?

activity? What mechanisms worked and did not
work, and how could the impact be improved/
enhanced?

What are the relevant implications for USAID
project design and implementation?

What new mechanisms or interventions can be
suggested to increase the effectiveness of these
projects or activities?

1. What indicators of project success can be sug-

gested, and what is the best way to monitor
those indicators?

What other useful information should be re-
ported and what are the main unresolved issues?

Each of the volumes in this series are structured

. What performance indicators were or are bein@s an autonomous document; therefore, some of the

used to monitor/measure impact of the activity?Antroductory material appears in each volume. Also,

the

country chapters are designed for use by country

Missions as autonomous documents and contain

How successful have the relevant interventionsnateria| that is repeated in regional summaries.

been?

What new agribusiness opportunities have reP€ated in this volum

sulted from the activity?

Important material from regional summaries is re-

e — the SSA overview.



2. Introduction to the
Sub-Saharan AfricaOverview

2.1 GEOGRAPHIC COVERAGE

Eight countries were studied in tHanovative Ap-

proachesactivity: in East Africa, Kenya and Uganda;
in West Africa, Ghana, Senegal, and Mali; and in
Southern Africa, Zimbabwe, Mozambique, and

Tanzania.

2.2 TYPESOFENTITIES

The entities assessed in this activity are listed below,
categorized by type and country. The donor that
provides support to the entity, if any, is shown in

parentheses. Some entities were evaluated in more
depth than others, but an attempt was made to

extract lessons learned from all.

Projects:

Kenya

KEDS - Kenya Export Development Support
Project (USAID)

SEPSO — Small Enterprise Professional Service
Organization (Friedrich Naumann Foundation)

K-MAP — Kenya Management Assistance Pro-
gram (USAID)

Uganda

ANEPP — Agricultural Non-Traditional Export
Promotion Program (USAID)

CAAS — Cooperative Agriculture and Agribusi-
ness Support Project (USAID)

Silk — Silk Sector Development Project (Euro-
pean Union [EU])

Overall, 37 projects, 25 associations, 32 finanGghana

cial institutions, and 23 private enterprises were

assessed during thHenovative Approacheactivity.

Most of these entities are involved in agribusiness

development.

AMIS Il will be carrying out similar, albeit
more focused, work for PSGE/PSD in SSA (“Op-

TIP — Trade and Investment Project (USAID)

HRDA — Human Resources Development As-
sistance Project (USAID)

ROGP — Rubber Outgrower Project (CFD/World
Bank)

erational Constraints to ISME Development and theSenegaI

Identification of Financial Intermediaries for Use by
the SAEDF to Help Overcome These Constraints”
and “Optimal Strategies and Structures for the De-
velopment of NTAE and the Role of ISMEs Therein”)
that will involve entities similar to those targeted by
this activity. Therefore, some of the assessments

KAED - Kaolack Agricultural Enterprise De-
velopment Project (USAID)

PSFP — Private Sector Foundation Project (World
Bank)

were designed to identify entities for later moreMali
detailed assessments as well as to extract lessons APEX — Animal Productivity and Export Project

learned for this activity.

(USAID)

DHV — Développement de la haute vallée (US-
AID)



Mozambique

Zimbabwe

ARDA — Agricultural and Rural Development
Authority (Various)

CARE - Care International in Zimbabwe (US-
AID and private donors)

DANIDA — Danish International Development
Authority

GTZ - German Technical Assistance (German
government)

Mashonaland and Manicaland Projects — (EU)

World Bank Projects (World Bank)

GTZ — German Technical Cooperation (German
government)

NEVEPA — Network Vegetable Production Af-
rica (GTZ)

SIDA — Swedish International Development
Authority (Swedish government)

SAT — Social Action Trust (USAID)

TechnoServe — TechnoServe Tanzania (USAID
and others)

World Bank — The World Bank (multinational)

Associations:

ZED - Zimbabwe Enterprise DevelopmentKenya

Project (USAID)

ZIMMAN - Zimbabwe Manpower Develop-
ment Il Project /Academy for Educational De-
velopment (AED) — (USAID)

ZimTrade — Zimbabwe Export Promotion Pro-
gram (EU)

ZOPP/ATI — Zimbabwe Oil Press Project/Ap-
propriate Technologies International (USAID)

CARE - Care International em Mocambique
(private and donors)

FAO/AgMin — Food and Agricultural Organiza-
tion of the UN/Mozambique Ministry of Agri-
culture (FAO)

IDIL — Instituto Nacional de Desenvolvimento
de Industria Local (Various EU)

World Bank Projects (World Bank)

KESSFA — Kenya Small Scale Farmers Associa-
tion (Hans Seidel Foundation)

AAK — Agribusiness Association of Kenya (US-
AID support requested)

Uganda

UOSPA - Uganda Oilseed Processors Associa-
tion (USAID)

UNFA — Uganda National Farmers Association (Dan-

ish International
[DANIDA])

Development Agency

UVGPA - Uganda Vanilla Growers and Proces-
sors Association (USAID)

UMA - Uganda Manufacturers Association
(USAID)

UGEA - Uganda Grain Exporters Association

UHA — Uganda Horticultural Association

Ghana

World Vision — World Vision Mozambique (Pri-
vate)

Tanzania

ATI — Appropriate Technology International
(Tanzania Swiss Trust Fund and others)

APDF — Africa Project Development Facility
(IFC)

TBC — The Business Center (USAID)

FAGE - Federation of Associations of Ghanaian
Exporters (partial USAID)

HAG — Horticultural Association of Ghana

GEPC - Ghanaian Export Promotion Council
(Ghana government)

Senegal

CCIA — Chambre de commerce, d’'Industrie et



d’Agriculture de la région de Dakar

GEPAS - Groupement des exportateurs des
produits agricoles du Sénégal

ASEPAS — Association des exportateurs des
produits agricoles du Sénégal

man aid program [DEG])

APDF — Africa Project Development Facility
(International Finance Corp. [IFC])

VOCA - Volunteers in Overseas Cooperative
Assistance (USAID)

Mali Ghana

AMELF — Association malienne des exporta-
tions des légumes et des fruits

APCAM — Assemblée permanente des Chambres
d’Agriculture du Mali

FNEM — Fédération nationale des employeurs
du Mali

CCIM — Chambre de commerce et d’Industrie
du Mali (Mali government)

Zimbabwe
CFU — Commercial Farmers Union

HPC - Horticultural Promotion Council (CFU
and export cess)

ICFU — Indigenous Commercial Farmers Union
ZFU — Zimbabwe Farmers Union
Mozambique

Agrarius — Associacao dos Produtores Agrarios
de Mocambique

Tanzania

CTl — Confederation of Tanzania Industries
(SIDA and others)

TANEXA — Tanzania Exporters’ Association
(some indirect USAID)

Development Finance Organizations:
Kenya

KTPE — Kenya Trust for Private Enterprise
(USAID)

Uganda

ADB - Agricultural Development Bank (Gov-
ernment of Ghana)

APDF — Africa Project Development Facility
(International Finance Corp. [IFC])

TechnoServe credit programs

GVCF — Ghana Venture Capital Fund (USAID
grant; Harvey & Co. through CDC)

CDC - Commonwealth Development Fund (UK)

Senegal

CNCAS - Caisse nationale de crédit agricole du
Sénégal (CIDA, IFAD, ADB, FED)

ACEP — Agence de crédit pour I'Entreprise
privée (USAID, CIDA, government of Senegal)

CPEC-CICM — Caisses populaires d’Epargne et
de crédit du Centre international du crédit mutuel
(FAC for technical assistance; CFD)

CS/CAPEC/LG — Comité consultatif des caisses
d’Epargne et de crédit de la région de Louga
(ADF of ADB; International Foundation for
Development)

CEC/CCR/PEGF — Caisse d’Epargne et de
crédit/Caisse populaires de crédit revolving/
Projet de promotion économique des
groupements féminins (UNCDF, Netherlands,
UNDP, government of Senegal)

SENCHIM Pilot Project (government of Sene-
gal, CNCAS)

SEINVEST - Société financiére SEINVEST
(CDAO, BEI)

DFCU — Development Finance Corporation of Mali

Uganda (International Finance Corp. [IFC],
Overseas Development Authority [ODA], Ger-

BNDA - Banque nationale de développement
agricole



BAM — Bank of Africa/Mali Uganda

BDM — Banque de développement du Mali Ronco Pyrethrum Project
CARE credit programs Ziwa Horticultural Exporters Ltd. (some USAID
PRMC — Programme de réstructuration du support)
marché céréalier Harriet's Flowers (some ANEPP/USAID sup-
Zimbabwe port)
Ghana

AFC — Agricultural Finance Corporation (GoZ,
et al.) BENSO — Benso Oil Palm (Unilever/Ghana with

APDF — Africa Project Development Facility ADB finance)

(IFC) Senegal
BSBC - Barclay’s Small Business Center None

EDESA — Economic Development in EquatoriaMali

and Southern Africa Societe Anonyme CMDT — Compagnie malienne de développment

VCCZ — Venture Capital Company of Zimba-  des textiles

bwe Zimbabwe

ZDB — Zimbabwe Development Bank A&S Business Development and Promotion

ZimBank — Zimbabwe Banking Corporation Lim- Favco Limited

ited
i Flair Limited
Mozambique
Gev's Flowers
None
) Hortico
Tanzania
Hortpack

1st Adili — First Adili Bank (some USAID)

i Selby Enterprise
LAKE — Lake Zone Small Business Support

Project (ODA) Mozambique

StanChart — Standard Chartered Bank Tanzania Companhia da Zambezia

Limited Interposto

TDFL — Tanzania Development Finance Lim-

Lomaco — Companhia Agro-industrial Lonrho
ited (various EU donors)

Mocambique
TVCF — Tanzania Venture Capital Fund (varita4zania

ous EU and some early USAID support)
Sluis Bros. (E.A.) Ltd.
Private Enterprises:
Sun Flag (Tanzania) Ltd.

Kenya
TISCO - Tanzania Industrial Studies and Con-
Karzan Inc. sulting Organization (government of Tanzania)
Lonrho

Standard Chartered Estate Management

Echuka Farms



2.3 ORIENTATIONOFENTITIES

Individuals representing entities from a broad range
of sizes and stage of participation in the food system
were interviewed during the fieldwork in SSA. A list
of these individuals appears in the appendices of the
individual country reports; the entities they repre-
sent are categorized in Table 2.1. Projects are cat-
egorized based on their primary beneficiary, asso-
ciations on the types of firms their members represent,
financial institutions on their target beneficiary, and
firms on their business.

With respect to Table 2.1, please note that: -

B The focus of this activity was on quadrants V,
VI, VI, IX, XI, and Xll, although no firms
were identified that would fit in quadrant XII.

B In general, the viability of commercial entities
decreases from the top right quadrant (Ill) to the

bottom left (X). The risk associated with com-
mercial entitites, projects, and associations in-
creases (due to the vagaries of nature, lack of
management capacity, and tighter margins) in a
very similar manner.

One objective of this activity was to identify,
based on lessons learned, sustainable interven-
tions that will make agribusiness ventures more
viable and vibrant, particularly in quadrants V,
VI, VI, and IX. However, because there are
few firms, projects, or associations that fall into
quadrants VI and IX, other relevant entities
were included in the activity fieldwork.

Given the extensive donor focus on production
agriculture and, more recently, on
microenterprises, and the relatively undevel-
oped nature of the private sector in all countries,
other than Kenya and Zimbabwe, many of the
projects assessed were focused on quadrant X.



Table 2.1 Size Distribution and Focus of Firms, Associations, and Projects Evaluated

Enterprise Size

Production Agriculture

Agribusiness

High Value-Added

Processing
Tier 1 Quadrant | Quadrant Il Quadrant Il
> 100 full-time employ-  ZimBank (Z) Interposto (M) Hortico (2)
ees: Standard Chartered Estate Lomaco (M) Flair (2)

Established exporter

Tier 2a (SMESs)
10 - 100 full-time
employees:

New exporters (or not
exporting at all)

Management (K)
BNDA (Mali)
BAM (Mali)
BDM (Mali)

Quadrant IV
World Bank/FAO (M)

TechnoServe (T)

SIDA (T)

The Business Center (T)
SAT (T)

1st Adili (T)

ZED (2)

ZIMMAN (2)

Echuka Farms, herbs &
vegetables(K)

Compania da Zambezia
(M)

Standard Chartered (T)
Sluis (T)

TISCO (T)

APDF (2)

VCCZ (2)

Favco (2)

Selby (2)

CFU (2Z)

CTI (T)
Lonrho (K)

Sega Farms (K)
House of Maniji, flour
milling (K)

AAK (K)

SEINVEST (S)
CMDT (M)

CNCAS (S)

Quadrant V

IDIL (M)

LAKE (T)

Sun Flag (T)
Barclay’s SBC (2)
ICFU (2)

ANEPP (U)
Ronco (U)

KTPE (K)
Uganda Horticulture (U)
VOCA (V)

Farmers Choice (K)
House of Maniji, bakery
(K)

UMA (U)

DFCU (U)

APDF (All)

EDESA (2)

Ziwa Roses (U)

GVCE (G)

CDC (G)

Quadrant VI
Echuka Farms, yoghurt

(K)

Continued
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Table 2.1 Size Distribution and Focus of Firms, Associations, and Projects Evaluated

(continued)
Enterprise Size Production Agriculture Agribusiness High Value-Added
Processing
Tier 2b (SMESs) Quadrant VII Quadrant VI Quadrant IX
10 - 100 ARDA (2) TDFL (T) ZimTrade (2)
full-time employees: TANEXA (T) TVCF (T)
World Bank (2)
Established exportersr farmer/village groups EEC/Mashonaland (Z)
company HPC (2)
KEDS (K)
K-MAP (K)
Karzan (K)
Uganda Grain Exporters (U)
TIP (G)
HRDA (G)
FAGE (G)
GEPC (G)
AMELF (Mali)
CCIM (Mali)
CCIA (S)
GEPAS/ASEPAS (S)
Tier 3 (MSESs) Quadrant X Quadrant XI Quadrant XII
< 10 full-time employees CARE (M & Z7) Gev's Flowers (Z)
Agrarius (M) Hortpack (2)
. . AgMIin/FAO (M)
New or interested in World Vision (M) A&S Consultants (Z)
exporting ATI (T & 2) 'SDE"'-DS(Q ©
(N3$\Z/E($A& 'ZI')) Vanilla & Silk Project$U)
DANIDA (2) Oilseed Processor@J)
AFC (2) Harriet Ssali (U)
ZDB (2) HAG (G)
ZFU (Z2) APEX (Mali
KESSFA (K) PRMC (Mali
CAAS (U) ACEP (S)
Natl. Farmers (U) CSICAPEL/LG (S)
DHN (Mali)
APCAM (Mali)
KAED (S)
CNCAS (S)

CPEC-CICM (S)
CEC/CCRI/PEGF (S)

SENCHIM (S)

Note: (M) - Mozambique, (T) - Tanzania, (Z) - Zimbabwe, (K) - Kenya, (U) - Uganda

Firms areboldfaced projects are iitalics; associations aunderlined. Classifications are based on the major focus
of the entity.
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3. Sub-Saharan Africa Findings

Therefore, (1) USAID is the dominant supporter
of agribusiness projects in SSA, (2) most donor
support for agribusiness-focused projects is to NTAE
3.1.1 Agribusiness Projects in SSA and the Development and Association Development, and (3)

Role of USAID USAID support represents the majority of donor
gSupport in both of these areas of focus.

3.1 PROJECT FINDINGS

Fifty-one donor-supported activities that are involve
with agribusiness were reviewed during implementa3.1.2 Constraints the Projects Were Designed
tion of this activity (see Table 3.1.). Of these only 18 to Resolve

have a majority focus on production agriculture inpu . I
jority P g P Lrhe constraints to agribusiness development that these

supply or postharvest commercial agribusiness de- . ,
PPl P g rojects were designed to resolve vary by the Area of

velopment, (i.e., do not have production a ricultureE . .
P ( P g ocus for the project. The most important con-

or agricultural/agribusiness microenterprises as their, . : .
. . . _straints that the projects in each Area of Focus were
primary target beneficiary), or do not serve agribusi-

X . designed to overcome are described below.
nesses as just one of many types of clients.

y . o . SME DevelopmenConstraints to SME develop-
Of the 51 “some relation to agribusiness” projects . , . .
ment include entrepreneurs’ lack of income, their

USAID supports 27 (about 50 percent). However,. . . .
pp. ( ) P )_ limited business management skills (yet few of the
the comparatively larger size of USAID projects means . . . -
, o . ._projects focus on financial management training, one
that USAID’s dollar value share of “some relationship . .
L y . . 8f the weakest skills), and poor access to technical
to agribusiness” projects is much greater than 50 .
.. assistance.
percent. USAID supports 13 of the 18 active “pre-
dominant agribusiness focus” projects, and again  Financial ServicesFinance is very difficult to
represents an even larger share of the dollar value efcess, especially for smaller agribusinesses and those
these projects. Therefor&lSAID is the most impor- located in rural areas and in countries with land tenure
tant donor supporting agribusiness development iproblems; and there is minimal entrepreneur equity/
SSA, especially in terms of the dollar value of supeollateral for similar reasons. It is important to note,
port. however, that 42 percent of the financial services
01projects focus on large clients (i.e., those who need

_The _areg of TOCUS W.Ith the !argest number t least $250,000 in financing) and 26 percent are
projects is Financial Services, which accounts for 3 : . .
venture capital funds, which can do very little to

ercent of the projects identified. However, only a . . . .
P p. ) L y support SMEs since they have a high minimum in-
few of these projects are focused on agribusinesses; .

. . vestment that must be at least matched with entrepre-

most support production agriculture or the develop- i
. : : neur equity. Therefore, less than 32 percent of these

ment of private sector firms in general, although they

L . . drojects focus on SMEs, firms that represent the
do have agribusiness firms as clients. The seco . : .
argest number of formal enterprises in a developing

largest area of focus is SME Development, where .
) _ country, and the group with the greatest need for
only 25 percent of the projects have a predomlnantl¥. ] .
L - inancial services.
agribusiness focus. In Association Development,
agribusiness firms are the target beneficiary for 60 Association DevelopmenbDevelopment of agri-
percent of the projects. For NTAE Development, 70ousiness associations is limited by a lack of an orga-

percent of the projects targets agribusinesses.  hized approach to export development; weak “voice”
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of the private sector with government; poor scalgroducers, processors, and exporters into a single
economies of individual enterprises; a shortage of oorganization focused on developing the industry and
difficult access to inputs, both physical and technicalenhancing the success of all participants is innova-
difficulties associated with marketing producers’tive. Good examples of such associations are UOSPA
output; and difficulties, especially for small associa-in Uganda, KESSFA in Kenya, and TANEXA in Tan-
tions, affording quality management. zania.

NTAE DevelopmenNTAE development is con- The development ofimbrella associationss a
strained by a lack of exports and therefore lack ofneans to overcome the management and voice limi-
access to foreign exchange; low income per hectattations of small specialized associations is also inno-
from traditional crops; weak knowledge of destina-vative. While those require careful management to
tion markets; poor extension support; limited avail-avoid supporting another bureaucracy, they can pro-
ability of relevant TA; minimal contacts in destination vide a very effective way to leverage scarce donor
markets; and enabling environment problems, espaesources and achieve highly functional associations.
cially related to the cold chain and local as well asAgain, USAID has taken the lead with such projects
international transportation. (e.g., FAGE in Ghana).

3.1.3 Innovative Features of the Projects Policy enhancement is a traditional area of focus
. I o . for donors. Most donors try to accomplish this through
Any project that focuses on agribusiness is innovative o ) ) i
the conditions precedent associated with their loans/

in that all such projects are quite new; that is, there ,
. . I %Eants for government budget balancing and by sup-
has been little emphasis on agribusiness development . i L S )

orting advisors within the ministries of agriculture.

in the past. In general, the most innovative desig|'13 o o
. . USAID not only supports agribusiness associations,

approaches and techniques are being pursued by . ) ) i
. . . which can effectively lobby for enabling environment

USAID projects. Examples of innovative approaches

. . enhancements, but also sponsors a unique and inno-
and USAID’s innovativeness are shown below. : ) i
vative project where local professionals focused on

It has been recognized only recently that agripolicy enhancemerare at the same time involved in
business, versus production agriculture or agriculSME and NTAE developmentThis provides them
tural microenterprise development, is the vital linkagewith unique perspectives on the operating constraints
between production agriculture and consumers, angaused by inadequacies in the enabling environment
that without high performance in the agribusinessind on what needs to be done to make the necessary
sector neither producers nor consumers can be wejbrrections. An example of this very innovative ap-
served. Most donors have a long history in supportproach is the EPADU portion of the ANEPP project
ing production agriculture, but are not familiar with in Uganda. Unfortunately, researchers did not find
the commercial aspects of agribusiness. Thereforginy other examples of this innovative and potentially
strategic momentum and traditional capabilities anchigh-impact approach.
orientation have caused them to largely ignore o ,
agribusiness. USAID has recognized the potential for Support for venture capitalfirms is also an

enhancing agribusiness, especially NTAEs, and ha|Qnovat|ve donor approach to private sector develop-

therefore been the innovator. Examples of innovativc?r:1ent in SSA. USAID has played a significant role
USAID agribusiness projects include TIP and HRDA
in Ghana, APEX in Mali, KAED in Senegal, and

KEDS in Kenya.

ere, but primarily (with the exception of the now
completed KTPE in Kenya) by providing support to
establish and operate the funds rather than for capi-
talization. EU donors such as CDC have provided

The idea thaggribusiness associatiort®n play  venture capital funding. Venture capital funding con-
an important role in overcoming the diseconomies ofributes significantly to the development of large firms,
scale and raising the “voice” of agribusiness firms isyut rarely assists SMEs (the largest number of formal
relatively new. Developing associations that integrate
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enterprises) because of the cost of doing the feasibi8.1.4 Role and Significance of Agribusiness
ity work for an equity investment. Development Projects

USAID and a few other donors have recentlyThe projects assessed were designed to overcome
developed or adaptednhnovative financial instru- the constraints outlined in section 3.1.2 above. In
mentsto help overcome the equity and financingaddition, they all were intended to stimulate the devel-
problems of SME entrepreneurs. These instrumentspment of the agribusiness sector, and the additional
include income notes, for which the payback is @ncome and employment that would result. Most of
function of the borrower’'s business success, conthe projects are targeted toward SMEs, but most of
vertible debt, debt-for-equity swaps, and sweat eqthe NTAE development projects support any size
uity. An example is the newly developed SAT/RMPSexporting firm.

project in Tanzania. The significance and impact of projects should

The most important innovation is tivgegration  be measured on the basis of the extent to which they
of several services into a single project. Productiomccomplish the objectives outlined in the project docu-
agriculture projects found that input supply and marments. Most USAID projects use macro level mea-
keting constraints limit the impact of their efforts, sosurements. However, additional measures should be
they began incorporating these aspects into theused to measure the success of firms directly as-
projects. Then it became apparent that managemesisted.
training and TA WOUId_be nec_essary to support the The significance of agribusiness development
fprward ar?d. backward integration of producers Qr Ofprojects is substantial given the vital linkage role of
firms servicing producers. Recently, some projects

h dded indirect ded agribusiness mentioned above, and the potential for
ave added indirect access (recommende SOUrCEITAES to increase producer and agribusiness firm

to. flnanc?lal .s.erV|ces; hOW‘?Ve“ access to flnan.cmg I|Sncome, improve value of output per hectare and unit
still a significant constraint for most SME firms. .
) ) ) i i of labor, use excess labor, and generate foreign ex-
Although financing is readily available for oo L
) terori 4 for | p it t readi change. Agribusiness association development and
m|cr|oe;r|1 eflrlorlssl\‘j;E anth oriarge Im']dséll 'S nhg r:ea Ié’financial services to agribusiness projects are two
avarable for S, e rmsgmg m_' €, whichnee important ways to stimulate agribusiness develop-
$50,000 to $250,000 in financing. Examples of L
i ) ) ment. Associations are a way to leverage donor re-
projects that offer some degree of services integra-

i h LAKE and TBC/RMPS ) >’"sources by helping groups of agribusinesses help
tion are.t € hew ) an projects "N themselves and a means to sustain the benefits by
Tanzania and KAED in Senegal.

developing associations that will continue to function

It is very difficult for micro and small enterprises after donor support ends. Financial services projects
(MSEs) to directly participate in NTAEs. A very are very significant in that they attempt to address
innovative approach to overcoming this constraint i©one of the most important constraints to agribusiness
the KESSFA project in Kenya. The association, supdevelopment, lack of access to financing.

ported by the Hans Seidel Foundation, organized Agribusiness development, and therefore donor

producers into sel-help groups (SHGs), which Inprojects that support agribusiness, are extremely im-

turn belong to KESSFA. The association SuFJIOIIeSportant because (1) agriculture and agribusiness rep-

inputs to the SHGs and market; their output, !n't'?”yresent a significant portion of the GDP in nearly all of
to exporters, but eventually directly to destination

the countries of SSA, (2) a large portion of the

market importers. This innovative approach has gre_apgopulation derive their livelihood from agriculture and

potential as a means for overcoming the dlseconom'efgribusiness, (3) much of the population is familiar

of scale and lack of marketing capability assomateF\jNith agriculture and therefore has a basic under-

\tN'thdl\;ISI?S and |t|s ong(;:ng dSL_JCCT_SS :hou:cd bjsrzfglétanding of agribusiness development (as compared
orediloriessons learned and implications for to businesses or information technology businesses,
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for example), and (4) agribusiness success is closebithough in their early stages of development, have
aligned to food security. for the most part successfully stimulated the forma-
tion and expansion of agribusinesses. This has re-
sulted in additional employment in the firms them-
Private Sector Investmentost of the projects as- selves, as well as additional employment in companies
sessed are relatively new, which makes it difficult tothat provide them services and the producers that
quantify their impact on private sector investmentsupply them inputs. NTAE firm success usually rep-
Certainly for domestic private sector investment, itresentgnany newpositions at all levels of the system.
would be nearly impossible to establish new agribusitt is often the case that since the typical NTAE firm
nesses or successfully develop them without thes fairly large, the employment it generates, especially
projects, since the projects are often the only sourcg rural areas that need it most, is substantial. For
of the services needed to do so. This is especially trug&xample, Ziwa Roses in Uganda, which received
for SMEs, NTAE development, and financial servicessypstantial he|p from ANEPP, emp|oys 325 pe0p|e
to MSE agribusinesses. who were not working full-time before the firm was

Foreign investment in agribusiness in SSA iseStablished in a rural area near Kampala.

heavily dependent on the quality of the enabling envi-  Food security within a country is enhanced by a
ronment and the availability and quality of supportingfully functional agribusiness sector that efficiently
services. Also, foreign investors often enter a markednd effectively translates the food and beverage needs
in an alliance with successful existing agribusinesaind desires of the population back to producers and
firms. Donor-supported agribusiness projects oftenses the vast majority of the right kind and timing of
work to enhance the enabling environment and teheir production to fulfill consumers’ needs. Fully
develop associations that support that objective, anfiinctional agribusinesses (a) reduce postharvest losses
they frequently help service firms establish them+through proper storage and preservation, (b) balance
selves and survive. Therefore, these projects argupply with demand on both a time and place basis,
helping to develop positive conditions for foreign (c) stimulate the production of the highest value and
investment in agribusiness. type of products by the prices they pay, and (d)

Exports NTAE projects focus directly on stimu- efficiently and effectively import food when there is
lating exports. As the NTAE industry in each country@" anticipated shortfall or when net prices are lower
matures and becomes able to provide itself with th0mM another source due to comparative advantage.
services and to stimulate the enabling environmerftgribusinesses can also improve the nutritional value
needed for success, the volume of exports will in®f the food that is available through proper storage
crease significantly, and the employment, income2nd Supplementation, and by processing foods to
and foreign exchange benefits will be fully realizeq.feduce the labor required in their preparation and thus
The donor-supported NTAE development projectsrelease that labor for other pursuits, including em-
assessed by this activity are playingjgnificantrole ployment. Therefore, donor-supported projects that
in overcoming the constraints to and capitalizing orstimulate agribusiness development can and will lead

the opportunities for vibrant NTAE industries. NTAE 10 enhanced food security.

project success in Kenya (KEDS), Uganda (ANEPP),  while the projects assessed did not focus on
Ghana (TIP), and Zimbabwe (Mash East) are exwD-specific issues, especially non-USAID projects,
amples of this success. USAID has played and corull projects were gender neutral, and encouraged and
tinues to play an important, leadership role in NTAEsupported female entrepreneurs. Women play an im-
development projects. portant role in production agriculture in most of the

People Levele.g., employment, food security, countries covered, especially because many of the

WID). The projects assessed during this activityMales move to urban areas to seek employment,
leaving the females to take care of the family and tend

3.1.5 Projects Impact

17



the farm. In the Vanilla and Silk projects in Uganda,ported the transition from a state-controlled to a
many of the producers are women. Unfortunatelymarket-led economy.
due to land ownership and other collateral problems,

i . o Association development projects helped train
as well as the time required to tend a family, it is Very. csociation management: helped increase NTAES by

difficult for women to accumulate the collateral and . . .
forming and supporting strong associations and an

have the time to develop and manage an agribusiness, L . . .
P 9 9 Umbrella association; provided technical services to

However, several outstanding examples of femal%gribusinesses and helped stimulate the production of

entrepreneurs were identified in this research. Echuka s . .
i i needed raw material; supported new industries such
Farms (Mrs. Chege) in Kenya, Harriet's Flowers

) o as silk, vanilla, and horticultural products; and en-
(Harriet Ssali) in Uganda, and Gev’'s Flowers and

o abled producers to export directly and to increase
Hortpack (Mrs. Mavudzi) in Zimbabwe are excellent,[heir prices.
examples of female entrepreneurs who have been
able to establish and are making progress toward NTAE projects supported the start-up of new
sustaining agribusinesses, despite considerable difffategories and many new businesses, put larger firms
culties. Donor-supported agribusiness projects caifito the business, rehabilitated associations and pro-
significantly help female agribusiness entrepreneurs ifnotion agencies supporting NTAE, helped SMEs hold
the projects are designed to offer the full range ofMmarket share under difficult competition, enabled
services they need, and if the entrepreneurs undeproducers to forward integrate, and supported the

stand what it takes to be successful in a givemrivatization of an agribusiness parastatal.

agribusiness. These donor-supported projects were most sup-
3.1.6 New Opportunities Resulting from the portive of entrepreneurs who had started a business
Projects and needed technical and managerial assistance to

) . make it grow and become sustainable. If financing
More than 50 projects were assessed; thus, it is

. = was an important constraint, most existing projects
difficult to relate all of the new opportunities created
) i were only able to refer the entrepreneur to other
by all of the projects. Also, only 18 of the projects

) ) i sources of financing. None of the projects offered
have a predominant focus on agribusiness. Table 3 % . . .
the full range of services a new or expanding agri-

attempts to summarize the main impact of these 1§ . .
i . usiness needs to be successful and sustainable.
projects as well as the opportunities created by them.

In general these projects helped create an enm
abling environment that will allow the developmentof3.2 ~ MONITORING AND EVALUATION
agribusinesses and provided technical and managerial FINDINGS
assistance, primarily to existing businesses. Many

projects helped producers either forward integrate of important component of thdnnovative Ap-

link up with processors an'd exporters so that ©Oproachesactivity was monitoring and impact assess-
gether they can develop the industry and support thejant. According to the AFR/SD/PSGE/PSD Scope
own Success. of Work, “USAID has no effective means to monitor

SME projects identified and developed new marand evaluate the progress being made in these inno-
kets and new products, helped establish new buskative programs, nor is there a mechanism by which
nesses (mostly small ones), and helped producetessons learned can be synthesized and disseminated
forward integrate and balance their relationship witH0 other countries. This approach will work closely
processors and exporters. with Missions and governments to monitor and evalu-

ate ongoing innovative approaches to provide needed

Financial service projects supported the deveIOpéervices for agribusiness development.” The five-

ment of a few new businesses, helped establish pro- ; : )
volumelnnovative Approacheseries provides useful

ducers of new, higher value commodities, and sup-
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analytical input into USAID thinking about monitoring provements in M&E systems and information for
and evaluation (M&E) of agribusiness projects. USAID agribusiness projects in SSA.

Key analytical issues identified in the SOW include3.2.1 Most Common Impact Indicators Used

the following: Impact indicators for USAID agribusiness projects

B What are the performance indicators to measurare usually macro (sectoral or subsectoral) and broad-
impact and how do they relate to the goal andjauged. There has been little attempt to assess the
purpose of the mechanism/project? impact of agribusiness projects amssistedfirms,

B What has been the effect of the project/mechal—JSIng firm-level performance measures.

nism on private sector investment levels, export USAID M&E is in an early stage of development,

promotion, and people-level impacts? but is more advanced than that of most donors.
Substantial opportunity exists for enhancing USAID
M&E, especially as related to direct and indirect

B In what ways do the impact indicators captureimpact by project component and type of beneficiary,
innovativeness as distinguished from traditionaland cost versus benefit analysis.
approaches?

Specific research questions include the following:

In general, USAID emphasizes formal M&E sys-

B How do indicators capture the influence of extertems more than do other donors. The portion of
nal factors on the project's performance? WhaysAID’s support that is used to improve a country’s
external factors influence the choice of indica-palance of payments is coordinated with other donors
tors? What external factors, if any, influenceand the World Bank and USAID uses progress on
ongoing data collection? conditions precedent as an impact measurement. For

other donor projects and project-related activities it is

quite unusual to use macroeconomic measurements
to assess the impact. There are two primary reasons

B Based on actual performance indicators presyor this: (1) other donors tend to disburse their assis-
ently used, what new indicators can be enviygnce through local government entities whose per-
sioned to more accurately gauge progress angmance they cannot control, and (2) other donors’

impact of agricultural marketing and agribusiness,ctiyities are most often broken down into individual
development activities? targeted projects or activities that have their own set

Based on the secondary review of innovativeof objectives. Progress on these objectives is usually
approaches to agribusiness development in LAC an@ssessed on at least on annual basis, but not neces-
Asia, and on AMIS II's fieldwork in eight SSA coun- sarily on the basis of extensive quantitative measure-
tries, not much can be said about the quality anéents. Considerations such as the satisfaction level
effectiveness of M&E on USAID and other donor Of the beneficiaries and government entities involved
projects. Few M&E systems permit the kind of crossin the project seem to play an important role.

country comparisons needed for serious analysis. agsociation Performance. There is little evi-
The fact that the 1993-94 CDIE agribusiness evalugence of systematic or careful M&E of association
ation team decided to visit a limited number of coun+ivities. In part, this is because many associations

tries to generate the basic information needed tgre self-financed or at least not financed by donors.
compare impact in different country and agribusinesgynen associations or umbrella organizations are fi-
system contexts is telling. The M&E paper trail Sim-p,5nceq by USAID, their performance appears to be
ply did not provide deta_ule_d enough |nformat_|on. AS &aviewed informally periodically and formally under

result of the generally limited M&E systems '”forma'project evaluations. There does not appear to be

tion, this report provides commentary on what doegngqing monitoring of association performance other
exist, identifies gaps, and recommends needed im-

B How should information be collected to monitor
the impact indicators?
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than taking stock of membership numbers and ass®&.2.2 How Impact Indicators Do Not Capture
ciation activities. At a minimum, USAID and other Innovativeness

donors who provide financial and technical Sljploortrhere is little evidence from this review of USAID

to assoc@lons should |n§|st upon M&E that InCIUdesagribusiness projects that USAID or its contractors
the following: membership numbers and breakdow

by fi eltvpe: f by tvpe: :bave been innovative in designing and measuring
y Tirm SIzE/Type, Sources ot finance by type, Uses Omdicators, or in capturing the innovative characteris-

funds by activity and actual versus expected retur%cs of agribusiness activities, investments, and finan-

on benefits; and membership satisfaction with asso-._, . . )
o ; cial instruments. Most impact assessment feeds into
ciation management and services. Mission Assessment Performance Indicator (API)
Financial Agency (and Client) Performance. exercises, so projects are asked to contribute infor-
M&E of USAID-supported financial institutions and mation that is used to measure performance relative
projects is deficient and limited to conventional meato Mission Strategic Objectives (SOs).

sures such as results'ver.sus objectlve§, defined as the . Ap|s prepared by Missions for USAID/Wash-
number of loan applications, loans disbursed, loan

ington review tend to be broad-gauged. Without ac-

volume (in value terms), outstanding and past dLH?ually visiting a field Mission and extracting informa-

loans, use of loan funds, percentage (_)f women a gon from project officers and contractors, it is nearly
other targeted borrowers, and sometimes employ- . . .
impossible for managers of this activity to know how

medni[ genetratlon, foregn exch{ahngffearnlngs/stavn:ggh agribusiness activity has been implemented relative
andimpact on economic growth. A few projects aisq, plan (i.e., in accordance with the project paper), let

include the traditional ratio analyses of liquidity, sol- o : -

, i ) . alone to obtain information on indicators that capture
yen_cy,_and asset quality practiced by most flnanC'a‘llnnovativeness. Project-specific M&E information
Institutions. available in Washington tends to be sketchy (minimal)

The M&E of loan portfolios by financial interme- or out of date.

diary orgar?izatigns generally foI_Iows intern:_ationally3.2'3 How Impact Indicators Do Not Capture
accepted financial and accounting conventions. Ac-
tual financial performance of some financial interme-
diaries leaves much to be desired, however, as lodA this section we define external factors such as
reimbursement rates are low, the ratio of loans téainfall and climatic variations, currency devalua-
deposits is high, and provisions for bad loans aréions, international market shifts/shocks, improve-
inadequate. ments in the overall business and investment climate
in a country, all of which are independent or exog-

I.:ortunat.ely, USAID ag'rlbusmess and flr"”mC'alenous to a particular agribusiness project or program.
services projects are rarely implemented through 905 AID-funded projects and programs consider the

ernment entities. Other donors, whose policy is to . ; I

K th h h i h giffi It|mpact of these factors at times in a qualitative man-
vyor roug. such agencies, gve a very diticu ner, but they do not assess their influence in a rigor-
time assessing the results of their efforts because t%e

i ) Us and quantitative way.
results are heavily dependent on the effectiveness of
the agencies’ implementation, over which they have Many projects rely on “macro” indicators of
minimal control. This is especially true in countriesperformance, such as the increase in aggregate ex-
where civil servants and officers in state-owned bankgorts, and there is a tendency to state or imply that
are grossly underpaid and must work two jobs andll or most of the increase, expansion, or improve-
or use their position as a source of additional incomenent in a particular variable is due to the project. For
example, NTAE promotion projects often report ag-
gregate export volume and value data for key
subsectors, and then use this data to indicate success

or failure of a project. To insist, however, that all or

the Influence of External Factors
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most of an expansion in, for example, French beanut their cooperation, trying to quantify the impact of

exports, over the LOP is due exclusively to theproject activities is nearly impossible. Because there
project is specious at best and intellectually dishoness often an uneasy relationship between the donor
at worst. agency/contract team and private entrepreneurs, ob-

First, there may have been an established trent&"r,]Ing the entrepreneur§ agnve cogperatlon N Sup-
Rlymg, on a regular basis, information that enables
toward greater exports over the past three to te

. close tracking of key indicators is difficult. Private
years. Hence, one would expect a further increase in . . )
. . .. sector recipients are not always willing to furnish
exports over the LOP irrespective of the project, ) ) . i )
. . detailed financial information to outsiders, however
ceteris paribus. What should be measured, therefore,” ™ )
ell-intentioned the latter may be, because they fear

is not the absolute increase in exports over the LOIy\,' i )
. adverse consequences in the form of higher taxes or

but any greater-than-expected (above trend) increase. i
. more government interference/harassment. Because

Second, not all other factors were likely to have been . . ) i
. of the sensitivity of information on firm sales, rev-

held constant over the LOP. Domestic currency de- )
. . , . . _enues, costs and profits, and the reluctance of do-
valuation, typically unrelated to the project, provides i ) .
. . nors/project staff to ask for it, many agribusiness

a major stimulus to expanded exports as a country’s

o . rojects rely on easier to obtain secondary data,
exports become cheaper in international currenc

terms. Changes in interest rates (affecting investmen hich are aggregated and include both assisted and
. . . . non-assisted firms.
incentives and the cost of working capital and trade
finance), lowering of tariffs and taxes, relaxation of ~ AMIS Il recommends that USAID-funded agri-
non-tariff barriers to trade, suppression of corrupbusiness projects insist that assisted firms, trade
behavior, and so on can also have a positive impaeissociations, and finance intermediaries agree to sup-
on exports. It is very unlikely that increased exportply key financial and economic indicators on a regular
can be solely attributed to one USAID-funded agri-basis. If the aid recipients are literate, conscientious,
business project, even if that project (e.g., EPADU ofind cooperative, they may be able to fill out clear,
the ANEPP project in Uganda) had a policy studiestraightforward tracking forms periodically and sub-
and advocacy unit. mit these to the project implementing contractor or
In addition, it is important to note that agribusi- ofﬂcgr, a§sum|ng that this mformaﬂon will be kept
. . confidential and only released in the form of sum-
ness development projects cannot work with every O i
L . . mary statistics (totals, means, ranges for particular
firm in a particular subsector or industry, and there- X i )
variables) for the entire group of assisted firms or
fore, they cannot affect the performance of all those ) .
. . . . subsets thereof. Firm-specific M&E data should not
firms. In some high-profile, successful projects, there "~
I . be widely shared or reported. Data should be reported
may be a hard-to-measure yet positive demonstration ! i )
. o . . _for all the firms in an industry/subsector or for
effect of project activities. For example, in a project ) i ,
. L several broad classes of firms. In this way, confiden-
that works with agribusiness entrepreneurs to de-~ =~ o :
. . . . .. tiality is assured and noone’s most intimate business
velop solid business plans for expanding or diversify- ) )
. . . . e secrets are revealed to a wide audience.
ing their businesses, financial institutions may en-
courage other agribusinesses seeking finance to follow In cases where assisted firms lack literate man-
the model of the assisted firms. This is an indirecagers or managers who are willing or able to keep
impact, which can be stated qualitatively but cannoticcurate records and fill out forms, project M&E
be precisely measured. staff need to conduct personal, in-depth interviews
with key managers and staff. To maintain a more
conversational interview style, an M&E analyst will
probably want to conduct an informal yet structured
Assisted firms need to be monitored and evaluatephterview. Typically, the analyst will use a checklist

closely as a precondition for project assistance. With-

3.2.4 How Impact Relevant Information
Should Be Collected
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or an outline of key questions/topics to guide thecomponents. A central office such as AFR/SD/PSGE/
interview. AMIS Il discourages using formal ques-PSD could perform a valuable service to various
tionnaires, especially if they are administered byUSAID missions and NTAE projects by monitoring
enumerators with little business background or unand analyzing EU markets for horticultural products.
derstanding. Relying on questionnaires often comekl addition to tracking EU imports by supplying
off as canned and unspontaneous. In the hands of abuntry (volume and price by season), NTAE projects
but the most skillful interviewers, they tend to berequire ongoing analysis of trends, changes and shifts
administered verbatim and with little opportunity for in consumption patterns and marketing channels, and
probing, follow-up questions, or lines of inquiry. the competitive position of African exporters vis-a-

By carrying out detailed periodic interviews, vis competing suppliers.

M&E analysts will be conducting ongoing case stud-  The best way to arrive at a valid assessment of
ies. If the number of project beneficiaries is small,competitive position is to interview a sample of EU
most or all of them can be monitored. In most casesiporters periodically, probably at least once a year.
however, a sample needs to be taken. How thibmporters should be asked to rank different African
sample is chosen depends on (1) the M&E objectiveexporters on the basis of key factors such as their
and funding, (2) the size of the population of firmsreliability as suppliers, how well NTAE products are
or beneficiaries, and (3) the degree of heterogeneityrepared, packed, and labeled, exporters’ ability to
among those firms. A well-funded M&E component, meet delivery schedules and specifications, their un-
whose objective is to conduct rigorous impact assesslerstanding of the market requirements, and their
ment, will argue for a large sample of firms/benefi-familiarity with the requirements of the export busi-
ciaries, which will most likely be selected randomly ness. Importers should also be asked about important
from the entire population or from several salienttrends in the business.

strata (classes/categories of firms). The larger the

overall population of firms/beneficiaries, the more L . )
likelv th le will b Il relative to th association performance requires tracking of the fol-
'«ely the sample will be smafl refative fo the pOpu'Iowing factors or variables: membership satisfaction

lation size. In cases where the sampling error is ”kel)évith association services; membership numbers and

0 bedhtl)gh, tlhet.M&E compopent mlglht bfef,betterdues paid (by type/size of firm); detailing of actual
served by S? ecting a purposive sample o wms t%ervices provided to whom (which members); and
represent different but common clusters of firm/

specific lobbying successes in effecting policy/regu-

beneficiary characteristics. Finally, the more heteroiatory reform and getting the government to make (or

geneous the population, the Igrger the §ample W'I«I:ontribute to) key infrastructure investments.
have to be to capture these differences in a manner
that yields information that is either representative in A framework for M&E of association perfor-

a statistical sense or sufficiently representative in &ance and impact is presented in Table 3.3.
pragmatic, purposive sampling sense. In the final  gmai and Medium Enterprise Development.
analysis, though,random beneficiary sampling is ysaiD needs to provide additional resources for
preferable to project management—guided samplingracking the business and financial performance of
which can always be criticized as biased or as eViﬁrms, producer groups, and other economic interest
dence of favoritism. groups who receive debt or equity from a USAID-
3.2.5 Suggested Indicators funded agribusiness intermediary. M&E for agribusi-
ness development projects that focus on SMEs must
be predominantlyfocused on commercial measure-
ments such as sales and earnings growth, net asset
growth, and return on investment fooththe devel-
opment entity and its clients. M&E for donor-sup-

Association DevelopmeriEffective M&E of trade

Non-Traditional Agricultural Export Development.
Ongoing tracking of African horticultural exports to
EU countries should be a high M&E priority, given
the proliferation of USAID-funded projects with NTAE
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Table 3.3.

Performance Attribute

Performance Indicators

Monitoring and Evaluation of Association Development Performance

Performance Measures

Growing membership

Membership
composition

Sources of funding

Association respon-
siveness to member-
ship

Management
effectiveness

Association profile

Association political
clout

Association effective-
ness in disseminating
information

Association effective-
ness as a catalyst

Number of active, dues-paying
members.

Number of firms in different size
categories.

Funding by source, with special
attention to dues-paying members,
diversity of sources, training,
publications, conferences, spon-
sorships.

Ways in which association queries
members as to their needs and
degree of satisfaction with
services.

Management training, experience,
and longevity. Number, fre-
quency, and quality of member
interactions with management.

How well known is the associa-
tion? Is it regarded as a serious
organization with clout by govern-
ment, financial institutions, other
associations (including interna-
tional counterparts), importers
(where relevant).

Number, frequency, and effective-
ness of meetings with key
policymakers (high-level access).

Number, frequency, timeliness,
and relevance of newsletters,
bulletins, reports, seminars/
meetings, etc.

Activities to identify buyers (and
prospective investors), expand or
diversify markets, display products
in trade shows, conduct study
tours, arrange finance.

Periodic tabulations of members by firm
category, level of participation, and
whether firms pay dues.

Size distribution of firms by revenue,
sales, assets, number of employees, or
other criteria.

Dues guidelines and payments by firm
size or type. Percentage of funding by
source, other than dues.

Member needs surveys, types, priority,
frequency, effectiveness, and feedback
to members. Member satisfaction

surveys administered by third party, at
least annually. Non-member surveys to
determine reasons for non-membership.

Specific job-related training and impact
on job performance. Prior (or ongoing)
relevant experience. Number of years in
position. Member rating of managemen
effectiveness and the effectiveness of
services offered.

Measures of association profile: (a)
informal polling of representatives of
relevant organizations; (b) media expo-
sure (trade publication, newspapers,
TV); (c) sponsors’ (if any) opinions.

Specific examples of association success
in lobbying government for policy and
regulatory reform and infrastructural
investments.

Quality and effectiveness of information
disseminated, as judged by members in
“customer” satisfaction surveys.

Impact of those activities in terms of
increased number of buyers, markets
(and decreased dependence on one/few
markets); more expressions of interest in
country/firm capabilities as suppliers,
leading to deals; increased access to
alternative sources of finance and
securing of finance.
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ported venture capital funds that target SMEs should lio quality information showing arrears by degree
be based on financial performance (the fund and that of delinquency
of its investments), as well as on the number oi

i i Innovation and demonstration capability in terms
clients served and investments assessed.

of financial intermediation and diversified risk
Financial ServicesConventional measures of management

financial project performance need to be supple-.

mented by other measures that provide a broader

picture of financial institution performance, how

borrowers’ operations and profitability are affected® Image of the project among individual clients,

by loans/equity, and how the financial institution and ~ government agencies, and political leaders

its staff are perceived by clients and governmenig giaff qualifications, adaptability, motivation and
agencies. turnover

More detailed information about the composition g
of loan portfolios, particularly loans to agribusiness
firms, would be useful in M&E of financial interme-
diaries serving agribusiness. Breakdowns of agribusi- AN assessment of such criteria will strengthen

ness loan portfolios by loan size, borrower type/sizeln® evaluation of finance programs. This new ap-

and type of loan (short, medium, long term) would pdProach can be very informative in that it supplements

valuable information, especially if obtained on a peri_traditional guantitative measurement criteria and evalu-
odic basis. ations, providing a clearer picture of project achieve-

_ ~ments and project sustainability. It also helps provide
USAID needs to strengthen M&E of the financial 5 market analysis as well as a useful assessment of

performance of assisted financial intermediaries "broject operations as they relate to their surrounding
SSA. Key considerations include the projects’ (anGyconomic and political environment. This approach
the intermediarys’) financial condition, the range Ofrepresents a more appropriate framework for what
services offered and whether they are expanding t9,4nce programs do and how they should be de-

meet clients’ needs, the intermediaries’ long-rungigned and implemented to achieve sustainability, ef-
sustainability, and their ability to adapt and innovate tGi¢jent financial intermediation, and easier and diver-
meet the needs of old and new clients. sified financial transactions.

Responsiveness to clients’ expressed needs for
financial services

Quality of management, leadership, and manage-
ment information

USAID should pay more attention to important  gyer the long term, the ability to sell investments
qualitative measures of the performance of assistegt 5, acceptable price is also important. Group lend-
financial intermediaries, including the following quali- ing project M&E considerations should include: unit
tative considerations: transaction costs, repayment rate, sustainability of
B Financial condition of the project measured inthe credit entity, growth in the capital base of entities,

terms of its ability to break even and generate &nd the savings rate of members/clients.

profit (“spread” versus bad debt and operating  ther ConsiderationsUSAID agribusiness de-
costs) velopment projects often are intended to stimulate

B Ability of the financing entity to expand the range firm-level development and often have a term of three
of its services and achieve long-termto five years, insufficient time to have any significant

sustainability, relying less on donor subsidies €ffect on macro-level economic growth, employment

N ) or even NTAE volume. If USAID missions or Wash-
B Ability to accurately measure the proportion of. , , .
i i o , ington offices wish to evaluate impacts along macro

the portfolio at risk by providing detailed portfo-

lines, follow-up evaluations of lagged effects will be
required. If such ex-post evaluations are desired and
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planned, they will most likely be conducted by CDIE-

led teams. If agribusiness project M&E systems arg’ 3
effectively designed, housed in a trade association or
other self-sustaining agribusiness intermediary, and

simple enough to be sustainable, the work of ex-post.3.1 Small and Medium Enterprise
evaluation teams will be facilitated. On the other Development

hand, government-generateq data on equrts, € Mhere is a strong need for agribusiness SME devel-
ployment, and growth are typically released Wlthalaq)pment in SSA, especially to suppoindigenous

of one or more years. entrepreneurs. Agriculture accounts for a very large

Similar to the lagged impact of agribusinessproportion of both employment and GDP in all the
projects on macro variables, training program resultsountries studied; therefore, agribusinesses’ role in
should be monitored at the end of the program and siserving and stimulating production agriculture is es-
months or moreafter program completion (or per- sential. SMEs often are the most responsive to the
haps several times at intervals). changes that are taking place in the African business
. environment, SME and they usually represent the
The frequency of assistance and the actual cor?— L ; )
I . . . argest number of agribusinesses in a developing
tribution made to projects by private sector advisors . o

. . country. Therefore their success is important to the
must be monitored to ensure that project managenis

. . . . Ivelihood of a large portion of the population in most
are using private sector input efficiently as well as to : ) : .
) . developing countries. There is a strong need to in-
measure the impact of those inputs.

crease the role afdigenougpeople in the economies

There are opportunities to enhance the M&E ofof their countries, but it will be difficult for them to
agribusiness projects or components of projects thafo so without outside (donor) help, given govern-
support agribusiness development, but it appears thaient budget problems. The fact that most SMEs
more benefit would be derived from a greater focusperate in the informal sector should not inhibit do-
on more effective design and implementation than onors from providing them with much needed assis-
increased emphasis on formal M&E systems. tance.

LESSONS LEARNED AND USAID
IMPLICATIONS

USAID should commission independent surveys  There are quite a few donor programs in SSA for
of the business performance of clients of financiakupporting commercial SMEs. However, none offer
institutions and “customer” satisfaction surveys ofthe full range of services required by a fledgling SME,
members of trade associations. Some key aspects wbne focus on agribusiness, and none currently op-
firm business performance that should be examinedrate outside the capital cities. Therefore, their impact
include how effectively firms use finance; what pre-on agribusiness and agriculture is minimal. There are
cisely they do with the equity/debt; what their resultsPvVO-supported rural microenterprise programs, but
are in terms of throughput, employment, sales, anthese seem to represent more social than economic
profits; return on investment and the debt-to-equitydlevelopment. However, some of the PVOs, (e.g.,
ratio; and how well they are able to service the loanCARE) helping to develop commercial SMEs.

Annual aSSOC.IatIOI’] member satisfaction surveys shquld APDF, with a USAID financial contribution, has
rate the quality, effectiveness, and amount/quantity/

. L . sisted some larger SMEs to do feasibility studies
frequency of various association services, and shoul . . ) ,
o ) and prepare business plans prior to expansion. APDF’s
rank order member priorities for the coming year.

reach is limited, however, given the time and expense
to do thorough feasibility studies and provide inter-
mittent technical assistance to firms preparing busi-
ness plans. It can only work with a handful of SMEs
each year, which is an important start, but not enough
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to have a broad-based impact. In addition, APDRhere has been no serious effort to pursue
does not provide finance to SMEs; rather, it identifiesnonperforming loans. Therefore, default rates are
sources of finance such as commercial and developmearly 80 percent and private banks only lend to
ment banks, international companies, and internacustomers they know well, which usually does not
tional financial intermediaries such as IFC’s Africaninclude new or growing SMEs.

Enterprise Fund, which targets firms needing financs;

. . Lessons Learned
ing of $0.5 to $2.0 million.

GovernmentAs governments reduce the holdings in

None of the governments of countries visited has L !
and control of large parastatal agribusiness firms,

a coherent policy or institutional mechanism a'medwhich is happening to some extent in each country

specifically at stimulating food and agribusiness In'visited, they pay little attention to the entrepreneurial

vestmept that would help even. med|um-3|ze Indlg'\/entures that need to take the place of the parastatals.
enous firms, let alone small entities. Where donors are sponsoring private sector initia-
Constraints tives, there is very little, if any, direct resistance to
these programs by government entities; therefore,

The most significant firm-level constraints ISMEs )
..there are many private sector development opportu-
face are a shortage of modern management skills,

. . . nities that can be pursued almost independently of

particularly in marketing and cost control, and the )
. ) ) what the governments are doing.

lack of equity/collateral, especially in rural areas,
where valuation is difficult and there are land tenure  Financing. SMEs require targeted financial sup-
problems. Weak management skills are usually @ort for expansion or diversification. Self-financing
greater constraint than technical skill shortages anlimits their growth because it restricts the amount of
make it very difficult for entrepreneurs to manageworking capital available for procurement, operating
their businesses in a way that enables repayment obsts, and export marketing. In addition, it limits
financing. A minimal knowledge of sources for finan- available capital for medium- to long-term invest-
cial assistance (especially working capital) and hownent.

to apply for assistance is also a serious problem. SMEs are not well served by financial intermedi-

Major institutional- level constraints to SME de- aries in SSA, in large part because SMEs do not meet
velopment are that: (1) there is no focus ie-  strict lending criteria, particularly collateral require-
gratedfood and agribusiness ISME development pements. In addition, commercial banks, agricultural
se (i.e., the integration of marketing, financial, anddevelopment banks, and NGO/PVO credit projects
technological services to address very specific busido not target agribusiness SMEs. Other commercial
ness objectives), and (2) the World Bank and mangources of equity and debt financing, such as CDC
other donors are required to carry out their SMEthe Commonwealth Development Corporation) and
development programs through government agencighe French PROPACO (Société de Promotion et de
or institutions, which in many cases (especially inParticipation pour la Coopération Economique), are
Mozambique and Tanzania) are nonviable. typically available to only the largest, best-managed,
cf;lnd most well-established firms. Many PVO develop-

For example, in Mozambique a government-owne ¢ octs t ) q itv-based
development company (IDIL) is used by the world™e" prOJec_s_ arget pro ucgr, community-based,
and economic interest groups in rural areas, probably

Bank, SIDA, and other EU donors as a vehicle to )
largely due to the perception that these groups have

via state and private commercial banks. This ap-

) . . Therefore, credit extended to SMEs is limited to
proach is not working. However, because neither the

apex unit at the Bank of Mozambique, the Sta,[eshort—term loans of generally six months or less.

owned banks, nor IDIL, are screening projects ané\/ledlum- and long-term finance for investments in
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plant and equipment is unavailable to SMEs intendingrease control, and enhance these returns, small- to
to expand or diversify. medium-size NTAE enterprises must negotiate con-

Micros, SMEs, and even local government entilracts with EU buyers or enter into strategic alliances

ties find it difficult to pay for anywhere near the full with EU firms that will advise them on production

cost of business advisory services, especially thos%nd postharvest handling techniques, shipping meth-

. . . 0ds, packaging, and other technical matters. In order
where the provider is not able to leverage expensive :
staff. to have enough volume to capture importers’ atten-
tion, however, SME exporters must organize, coor-
Institutions. If SME entrepreneurs must work dinate, and consolidate their shipments. Whether
with several different institutions to obtain different they do this as an exporters’ cooperative, through a
business support services, such as financing, technjade association, or with the help of an export
cal assistance, and managerial advice, the burden @fomotion agency representing a particular country’s
them is much greater, paperwork much more comexporters depends on a number of factors, particu-
plicated, and coordination problems much more likelyiarly the strength of existing institutions and the
than it would be if they could receive those servicesyillingness of independent SME operators to col-

from one source. laborate. Without organizing, SME exporters are at

Given the general absence of an integrated paci@ decided disadvantage in shipping to EU markets
age of services to agribusiness firms, several ggXis-a-vis large firms, which are able to achieve scale
countries are excellent candidates for agribusinesgconomies, invest in cold chain technology, and
service centers (ASCs) that offer financial as well a€gularly export significant volumes. EU importers,
other technical and managerial services. While al¥h0 are becoming increasingly concentrated to serve
ASC could play a valuable role in many countries,mumple countries and large-volume buyers, such as
ASC sustainability would be in large part a functionSUPermarket chains, want to minimize transaction
of the underlying economic and agribusiness strengtﬁOSts and the risks associated in dealing with smaller
of the country, medium- to long-term sector growthvolume and occasional suppliers, and want to maxi-
prospects, and the ratio of micro and small enterMize the probability of regular shipments that meet
prises to medium and large clients. However, wittStingent specifications
support from local and donor sources, an ASC could  The conditions for successful smallholder par-
be a very viable way to integrate the needed SMEicipation in NTAE production are: (a) concentration
development services into a single effective entityon niche products where producers have very few
Ghana, Uganda, Tanzania, and Mozambique offer thglternative buyers for their output, (b) low capital but
best conditions for ASC development, even thoughigh labor intensity, (c) a full-service local exporter
someof the functions of an ASC are currently beingwho supports the business, and (d) a well-established
provided separately. international market with experienced buyers/export-

A more detailed explanation of an ASC and howe's: Investing project resources in niche maskaat-
it can be best established appears at the end of tHf@ Industries is risky and very expensive.
SME development section (see section 3.3.1.1). Implications

Non-Traditional Agricultural ExportsSMEs  Linkages Formation of self-help groups (SHGs) is a
when involved in NTAEs to the EU and other high-yseful way to leverage development resources aimed
income markets, tend to ship produce to brokers angk SMEs and in many instances may be the best way
importers on consignment, thus assuming all of theo serve the needs of small agribusinesses. Also,
price and market risk themselves. Small exporter§SHGs can be linked with large enterprises that can
have essentially no control over export marketingorovide inputs, technical assistance, and markets.
channels with in the EU. To reduce their risks, in-However, this latter type of activity requires inten-
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sive, hands-on management assistance by donorsagribusiness firms seeking to expand or diversify, and

it is to be successful. this may be the pivotal and missing link in the support

. . systems serving agribusinesses in SSA countries.

In environments with very few models of suc- 7" ) .

. . Neither the literature review nor the country case

cessful private sector enterprises, a SME develop- ~ ) i )

. studies, discovered any single project or set of donor-

ment program that links new entrants to the few : )
. - funded interventions that served the full range of

successful current participants will increase the rate

of SME development by creating more models and?"vl!E needs. _USAID _ShOUId s_trongly pon§|der esta_b—
lishing ASCs in promising African agribusiness envi-

mentors. This would include subcontracting relation- )
. . {onments, such as those in Uganda, Ghana, Mada-
ships and other very localized SME developmen

- . gascar, Zimbabwe, Mozambique, and Tanzania.

activities sponsored by successful large private sec-
tor firms. There is also a significant need to enhance USAID and other donors can most effectively
the cost competitiveness of ISMES, possibly via trainprovide financial assistance to individual agribusiness
ing or mentoring by successful entrepreneurs. Withfirms by using ASCs as intermediaries. The track
out donor assistance, however, achieving significartecord of commercial and development banks, NGOs,
tonnage sales via SME linkages and outgroweand development projects is poor in serving the finan-
schemes will be difficult. cial needs of SMEs because SMEs do not lend them-
. . . selves to the type of collateral based financial assess-
Financing. For donor-supported projects where ) S

o . ] - ment used by most financial institutions. Furthermore,
SMEs are to be the beneficiaries, financing will likely , ) )

SPAES require several types of assistance, which can

have to be preferential rate money. Fund managemen

costs will likely have to be subsidized because seriouk%e provided in an integrated manner by one

hands-on management support of the investmemggrlbusmessmtermedlary organization. Conventional

both pre-and post-financing, will be needed. lenders cannot perform this role, but ASCs can.

SME development projects with a significant fi- Programs.Projects that effectively support cli-

. . ents, especially SMEs, at a reasonable cost may have
nancial component show results most quickly when

donors work together, pooling their resources an&Ilfflculty graduating” these clients because their

. needs for business services will expand as their com-
agreeing on common procedures. For example, appli-

cants would have to satisfy only one set of requirepanies grow and face new challenges. Tuming these

ments (fill out one set of forms). While each agencycllents over to qualified local consultants would en-

able the project to expand its coverage and broaden

must be accountable for its own resources, the}{[ h H th q | 4 the client
must not encumber the SMEs they assist with “home~ 'cach. MOWever, the more develope € clent,

port” criteria. Whatever the individual donor require—eSp(:“C'aIIy if they are exporting, the more sophisti-

. . cated their consulting needs. Also, local consultants
ments, jointly funded projects must haweeagreed

o . in these environments are unaccustomed to providing
upon set of performance criteria, which the donors

have either “bought into” (e.g., TDFL in Tanzania) Orpragmatic business services, especially regarding
settled on among themselveé ongoing operations. Therefore, a donor can effec-

tively leverage its resources in these circumstances
USAID should consider providing matching grantspy focusing on developing local business consulting
to large processors and distributors, who are ofteBapacity such local consultant training will likely need

looking for new sources of labor-intensive crops ando be an ongoing component of an SME development
products, to enable them to accelerate their outreagitoject.

by establishing linkages with small producers in rural

areas Small, marginal enterprises should not be sup-

ported until a serious study of their economic viability

Institutions Agribusiness Service Centers (ASCs)is completed. Investing project resources in small-

can provide an integrated package of services tpotential (niche) market start-up industries is particu-
larly risky and very expensive.
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An institution that helps entrepreneurs prepare a
financing proposal and then operate their business in
a manner that ensures financing repayment/increas-
ing share values will make a significant contribution
toward stimulating the development of new SMEs
and the growth of existing enterprises. Therefore,
USAID can play a strong by sponsoring activities to
help develop and package proposals and business
plans for entrepreneurs seeking financing. This could
be accomplished via training support and mentoring
for local entities interested in providing this service,
possibly modeled after USAID-supported training
provided to AfDB’s new private sector development
unit officers. Donor-provided special funds to help
SMEs apply for equity investment and to develop
local business services capacity represemeagon-
ably integrated approach to SME development.

“Supported” training programs are needed to
help entrepreneurs develop their management and
financial skills beyond the limited scope of their former
positions, especially in economies emerging from
parastatal control of agribusiness.

Recommendations

The design of donor-supported agribusiness SME
development projects should focus on the following
types of activities, for which specific examples are
provided:

1. Building On and/or Collaborating withEstab-
lished Private Sector Development Entitids.
should be straightforward for USAID in Mozam- 3,
bique to persuade present donors to giildél
responsibility for both operational and funding
oversight, including equity investment, of an
agribusiness serce center. SAEDF should ex-
plore using IDIL to screen enterprises for equity
investment in concert with some debt. Venture
Capital Funds in Tanzania, Ghana, Uganda, and
Zimbabwe are well controlled by their boards and
donors. Therefore, USAID and SAEDF should
consider involvement with these operations and
their donors to help USAID become familiar with
private sector financial services facilitation. In
most SSA countries, there are potential partners
that USAID could work with to support ISME
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development projects; for example, the World
Bank has a substantial private sector investment
fund that is often underutilized.

Facilitating Large Processor to SME Linkage
Projects In Zimbabwe, two of the largest pro-
cessing companies (Hortico and the Selby’s) are
actively working with small growers to develop
new sources of higher value, non-traditional food
exports. Appropriate donor support could accel-
erate establishment of subcontractor arrange-
ments by both new landowners and communal
producers. This would involve extension person-
nel, cold storage, trucks, and so forth. In
Mozambique, where the private sector is just
reviving after the long war, the USAID Mission
has already provided funds to a cashew proces-
sor to make cashew trees available to small grow-
ers to replace those damaged by the war and a
recent hurricane. A large coconut grower and
processor would also like to develop, in collabo-
ration with smallholders and present plantation
employees, a wood harvesting and processing
enterprise to reclaim land (cut down the old
trees) for new planting. There are likely to be
more projects like these in most SSA countries.
More specific investigation should be undertaken
and plans of action formulated with the local
Missions to capitalize on these broad-based ben-
efit, big firm to SME agribusiness linkage oppor-
tunities.

Overcoming the Lack of Entrepreneurial Orien-
tation and “Knowledge of Business” GagOne
common theme that runs through this activity is
that the conversion of each economic sector to
one focused on marketand private enterprise
cannot be ordered from above. Citizens, who in
the past have been cautioned against such ambi-
tions, now need help to refocus their outlook.
They will have to be reassured that what they do
on their own initiative does not necessarily lead to
political or economic sanctions (i.e., they must
understand that private enterprise is “favored” by
the government). Donors also must determine
how to help focus management training on spe-
cific high-opportunity because the more specific



the training to the entrepreneur’s enterprise, thd Close monitoring of and proper mentoring for
more successful it is; and that facilitates future  clients, especiallyafter financial assistance has
understanding and acceptance of broader market been provided.

principles. B [t is unlikely that an entity providing services to
4. Selecting and Using NGOs and Other Appropri-  start-up, micro, and small clients can ever be-
ate Partners. In Zimbabwe and Mozambique, come self-supporting.

CARE and one or two other NGOs appear to be

. . ) M&E for this type of project should focus on the
operating effectively. For example, in both coun-

i CARE is d loDi it-hel financial success of clients, the number of clients
res, IS developing sefi-help programsassisted, the employment generated, and how well

that involve both communal cooperation and S ;
i o _the project is able to meet its own agreed budgets.
pay-as-you-go operations. CARE is interested in

promoting private, rural development. With Agribusiness Services Centers

USAID support, and possibly AMIS Il participa- gy pnort to a wide range of agribusiness SMEs, in-
tion, rural agribusiness development programs

cluding firms that serve domestic, regional and inter-
could be established with these NGOs to assis{ational markets, can be provided by several different
start-up SMEs in such areas as further processingpnes of intermediary organizations, but Agribusiness
and distribution of local production and improved ggpvice Centers (ASCs) have many advantages. There
inputs (e.g., seed). The selection of an NGO inyre o types of ASCs agribusiness incubators and

which the USAID mission has confidence, ands,qq4 and agribusiness development centers (FADCS).
further discussion with them of the various op-

tions, would be a first step. An agribusiness incubator focuses atart-up

and embryonic businesses and may offer shared of-

In summary, donor activities designed to supporfice services and/or shared equipment to clients as
and stimulate the development of SMEs should congq|| as managerial and technical assistance.

sider the following:
FADCs concentrate on agribusiness enterprise

W An integrated services approach is necessary,.omotion, providing arintegratedpackage of ser-
This necessitates an extensive network of alliyiceg to existing SMEs that seek to enter new mar-
ance partners who can provide the broad ranggets, expand production, and diversify their product
of services needed. mix. These services include technical assistance in

B An integrated resource intensive approach, wittpusiness planning, market research and intelligence
significant leveraging capacity. This would in- gathering, marketing, and financial management. An
clude involving several donors who can contrib-FADC will also access specialized technical services
ute financial assistance as well as design, impleln production technology and management, informa-
mentation, technical, and managerial assistancéton systems, and functional areas of marketing (such
extensive private sector input in both projectas postharvest handling, storage, transport, process-
design and implementation; and development ofhg) through an established service network. Finally,
local consultants to the point where they car@nd unlike most incubators, FADCs can provide fi-
competently provide services (particularly as re-nancing to SMEs in the form of equity and/or debt.

lated to marketing and cost control) on an ongo-  Ag specialized forms of agribusiness service cen-

ing basis. ters, the conceptualization of FADCs and agribusi-
B Technical support to SME entrepreneurs to deness incubators and formulation of the precise mix of
velop highly functional business plans for opera-Services they provide are a function of local condi-
tions and to use that plan as the basis for aHons, supporter objectives (e.g., stimulating start-ups
application for financing. This component shouldversus moving established firms to the next level),
be part of the services package offered. and the priority needs of potential clients. AMIS Il
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“Benevolent donors” interested in the over-
all, long-term economic development of the
area, region, or country. These typically
consist of grants and seed capital funding by
foundations, major banks, and local or na-
tional governments.

staff with significant private sector agribusiness de-
velopment experience feel strongly that ASCs can
play a positive and catalytic role in SME development
and promotion in SSA.

The success of an ASC will be enhanced signifi-
cantly by donor attention to the following consider-
ations: Companies (including venture capital firms)

a. Where possible ASCs obtain financial, legal, and interested in obtaining a window on the

other needed support services (often pro bono in
the United States) and pool them in a common
facility or operation. This approach is being in-
corporated in the British-sponsored LAKE project
in Tanzania.

Enterprises are monitored very closely from ini-
tial feasibility exploration until they reach profit-
ability. They are held to objectively measurable
performance milestones expressed in terms of
time, budgets, output, sales, and so on, which, ié.
not achieved, can terminate any funding commit-
ment. Whatever their socially redeeming values,
enterprises are judged strictly on a business de-
velopment or commercial basis because that is
the basis that will determine whether they suc-
ceed or fail. A labor-intensive enterprise that fails
employs no one, and an infrastructure project
that goes broke benefits no one. f

Because business development centers are usu-
ally part of a broader local, regional, or national
economic development plan, their long-term ob-
jectives are usually to achieve a break even point,
where revenues are equal to operating costs,
within a five-year period. Their goal is to become
self-sustaining through positive cash flow re-
ceived from rents, royalties, licenses, a spread on
loans, and modest sales of small equity holdings
in the supported ventures. This is in contrast tq
the traditional venture capital objective of realiz-
ing an average 30 percent annual return on in-
vestment from a portfolio of new enterprises.

center’s operations, usually with an eye to-
ward contracting with or investing in prom-
ising individual enterprises.

Government pension funds, whose invest-
ments may be carefully limited to not more

than 4-5 percent of total investable assets.
Funds may make such investments in part to
stimulate local economic development and
employment.

Management of a development center is vested in
at least one seni@xperiencedndividual, with a
distinguished business record, who maintdas
to-dayoperational oversight of each venture. This
person is also responsible for analysis of entre-
preneurial proposals and recommends enterprises
worthy of support to the board or funding com-
mittee of their incubator/development center.

Entrepreneurs, who are notoriously independent
and opinionated, rarely recognize or acknowl-
edge when they have failed to put together a
credible management team or practicable busi-
ness plan. Development center management is
expected to work stepwise with each entrepre-
neur, helping them to develop an investable plan,
balanced management team, and sustainable op-
erations.

In short, the rigorous discipline, particularly fi-

nancial, that entrepreneurs are continually subjected
to in ASCs is just as appropriate for entrepreneurs in
developing countries as it is for entrepreneurs in the
United States. This monitoring and mentoring pro-

Development center investors usually have broaderess explains why incubator/development centers typi-
objectives and are usually more “patient” inves-cally achieve an 80 percent success rate with the
tors in venture capital. For example, the initialenterprises they sponsor and assist.

financial supporters of development centers are
often:
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USAID needs to abide by the following principles: financing (debt and equity) component. Hence, ASC
[managers and some board members will need to have
strong finance backgrounds and be able to mobilize
both equity and debt to finance SME expansiams

to integrate finance with technical and managerial

assistance.
B Assistance to nonestablished exporters should ) o ) . .
Financial institutions in the countries covered in

initially concentrate on successfully selling to thi ¢ off ing d ; i .
domestic and regional markets. SMEs need to 'S report Ofier varying degrees of support for agri-

. . t%usiness development and agribusiness credit facili-
meet the somewhat less rigorous requirements 0f L
ties, but they share one common characteristic, the

these markets before taking on challenging inter- """ = i i

. omission of certain types of credit such as export
national markets. i ) i i X

financing and/or weak credit systems in general. This

B ASCs will only succeed if donors cultivate pri- situation results from the conservative approach to
vate investor and key public agency support andredit by local financial institutions, and their percep-
ownershipof the ASC. Foreign resources alonetion of agricultural credit as high risk. This perception

can never create a sustainable ASC; half or morgeflects the possibility of disease, drought, and other

of the start-up resources should come from locahatural events as well as the lack of structured pro-

sources. duction, processing, and marketing systems on the

B ASC development requires an appropriate mix ofart of borrowers. In addition, the typically informal
expatriate specialists and experts in incubato"@nagement style and systems of agribusinesses do
business center development, as well as locdlOt inspire confidence in bankers, and unless entre-
business consultants. Relying too heavily on exPreneurs are willing to change, credit will not be

patriates will not result in a sustainable ASC. forthcoming. Even if such changes take place, ac-

_ o cess to credit is not guaranteed.
B Start-up requires a minimum three-year resource

commitment, as well as flexibility to respond to
the changing needs of SME clients for informa-
tion, technology, TA, export marketing manage-
ment assistance, and financing.

B Decisions about SME products and productio
technology must be driven predominantlyntogr-
ket requirementsProduction needs to be market-
demand driven.

Under such conditions, a well-targeted, donor-
supported model or prototype project that combines
management, technical assistance and training, and
dedicated credit facilities is likely to achieve a demon-
stration effect by generating credible results. The
fundamental objective of such a program would be to
Based on secondary research conducted as a partsfmulate the profitability and sustainability of care-
this activity, a key function of an ASC is to maintain fully selected entrepreneurs who could therefore be-
networks of professional service providers, whichcome eligible for bank credit before the termination of
include financial institutions such as commercialthe pilot program.
banks, agricultural development banks, credit unions,

3.3.2 Financial Services to Agribusiness

In the francophone countries studied, the Banque
venture capital funds, and other financial intermediarceantrale des Etats de ' Afrique Occidentale (BCEAO)
ies. Because access to financia! resources i_sltyp.icalhégulates financial institutions, particularly commer-
a major constraint SME expansion or dlver5|f|cat|on,cia| banks, in a way that greatly limits credit to
one-stop shop intermediary organizations such agqipsiness. Interest rate ceilings (often below do-
ASCs must pl_ace G heavy e_mpha5|s on providing,estic inflation rates) imposed on banks are espe-
needed financial services. Given the reluctance fjqly constraining, providing incentives for them to
conventional financial intermediaries to loan funds g, est heavily in higher paying treasury bills, to re-

agribusiness firms, particularly SMEs, which are notyain relatively liquid, and to under invest in produc-
well-collateralized, ASCs must include an in-house;ye rural. or agriculture-based enterprises.
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Donor-supported financing is significant in sev- minimum staff and a head office in Dakar, carefully
eral SSA countries. EU donors’ and PVO/NGOs’'monitoring outstanding loans, pursuing an aggressive
micro financing and World Bank financing are oftenloan recovery policy, and setting interest rate levels
the only formal sources of finance available to SMEssulfficient to cover operating expenses, including bad
Donor-supported financial institutions rarely focusloan reserves but excluding the cost of capital. This
on agribusiness, however, and although the commemodel of a selective approach to small enterprise
cial financial sector in the more developed countriesredit, coupled with strict loan monitoring and recov-
usually offers a broad range of services, it almosery procedures and non-subsidized interest rates,
never focuses on agribusiness SMEs. could be expanded and/or replicated by USAID and

The basis of successful credit projects sponsore%ther donors in other SSA countries.
by USAID and other donors such as CDC in SSA has Donor-sponsored finance projects essentially use
been a business-like orientation that emphasizes stritdur channels for the delivery of financial services:
management of the credit function and the responsthe creation of targeted loan funds, the brokerage of
bility of private borrowers for the payment of their loans and equity investment through local banks and/
loans. Although APDF only brokers loans and equityor multilateral financial institutions, the provision of
investments, it submits its applicants to a rigorouseed capital for the creation of venture capital funds,
screening before assisting a firm to develop a “bankand the availability of credit lines to local commercial
able” business plan and gain access to funding frorbanks.
local or multilater.al finan.cial ingtitutiqns: CD.C,'which Constraints
operates much like a private financial institution that
is required to meet stringent return-on-assets objecche major constraints to agribusiness lending by
tives, applies the same scrutiny and discernment in if§ancial institutions are the shortage of commercially
direct loan and equity funding decisions. Conseviable projects and poor loan and investment “pack-
quently, loans sponsored by APDF and CDC aréging” by the borrower,not the lack of available
made to a small number of relatively large and wellfunds. Therefore, technical assistance should be in-
established agribusiness enterprises. However, tHduded in any donor-supported agribusiness finance
average financing arranged by APDF is $1.3 millionProject and should include at the very least support
per enterprise. CDC'’s average loans and investment@r business plan development and loan or investment
are $4 million. “packaging.”

The ACEP project in Senegal, which was started Lack of access to financing is widely believed to
by USAID, has achieved operating self-sufficiency inbe the greatesinitial constraint to business forma-
extending short-term loans with a maturity of up totion and expansion for all but the largest firms.

eight months to smaller private enterprises engaged in | 5.k of entrepreneur experience and equity, in-

trade, services, agriculture, and other activities. Agadequate bookkeeping practices, and the lack of know-
”Cl_“ture accounts .for 15 percent of ACEP’s loansy,,\y to develop satisfactory financing proposals and
which provide a vital link bgtween rural producersihe associated business plans are major constraints to
and small processors of agricultural products on thﬁnancing agribusiness SME ventures, and therefore

one hand, and marketing intermediaries in urban cefyyyit the ability of donors to disburse development
ters on the other. ACEP’s results were made possiblg,-nce to these firms.

by a radical change in credit policy and operating . S _
procedures starting in 1989. This change involved Difficulty in identifying investable projects, not

taking a business-like and selective approach to loaf€ 1ack of finance, is the major constraint to donor-
applicants deemed acceptable credit risks, extendi pported financial services projects focused on ISME

larger loans, establishing fourteen branches with §8velopment (i.e., investable ideas are a greater con-
straint than available financing).
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Lessons Learned interest income of a relatively small, albeit innovative

Because the lack of access to financing is widel)?nd well-managed, loan portfolio.

believed to be the greateisiitial constraint to busi- Equity/collateral limitations are the majimitial
ness formation and expansion for all but the largestonstraint to both micro and ISME formation in
firms, there is a major need for financial services teemerging private sectors. Thus, projects that allow
support SMEs, especially in countries (Tanzania andweat equity and in-kind contributions to equity by
Mozambique) where the commercial financial sectoentrepreneurs will help offset this constraint, al-
is nearly nonfunctional, at least for SMEs. Withoutthough they will not enable them to overcome it.
financing support, the agribusiness sector will notGovernment guarantees for initial entrepreneur eqg-
develop in these countries, and therefore the developity may be a source of assistance, but if such
ment of agricultural sector will be inhibited. assistance is provided, it must be closely monitored
by project management to make sure the borrower

Experience in SSA has often found that donor

o . understands that the loamustbe repaid. In the past,
credit lines remain largely unused even when they are

coupled with guarantee schemes designed to induc];'gancmg involving the government was not repaid.
a higher degree of participation by local commercial  Enabling EnvironmentA major finding derived

banks. from this study is that financial sector policies and
regulations are extremely important for agribusiness

To achieve measurableconomic development dovel ¢ Without blv liberal and
progress, USAID and other donors should continue_eve ‘?pme”- : OL_J a.reasona y liberal and open
nancial sector, agribusiness development tends to

to sponsor finance programs targeted to acceleraL{e . .
. o e suppressed, no matter how well-intentioned and
the development of medium and large indigenous

privately owned businesses. This medium- and Iarg&rofessmnal the efforts of individual financial inter-

firm focus approach contrasts with that of the Cere[nedlarles. Furthermore, a liberal and unshackled fi-

als Market Reform Program (PRMC) in Mali, where nancial sector tends to go hand-in-hand with more

. open and progressive economies, such as those in
the lax management of direct and guaranteed loans b i i
. . . SA countries that have implemented structural ad-
commercial banks has resulted in unsatisfactory re-

imbursement rates. In the Kaolack Agricultural Enter-Jus'[ment programs, liberalized trade regimes, and

prise Development Project (KAED) in Senegal, thereadJUSted their exchange rate periodically to reflect its
. . . . real value.
is an ambiguousrelationship between development
objectives and the promotion of viable agriculture A liberal and transparent financial sector, with
based enterprises in an arid region. KAED’s assigningmited controls and restrictions on interest rates,
a pivotal loan extension and monitoring role to CNCASforeign exchange, capital transfers, and use of funds
a weak financial institution with a record of poor is a prerequisite to successful financial intermediation
credit management, casts doubt on the future rate af support of agribusiness development. [In some
loan recovery. West African countries, particularly francophone coun-

. . tries, USAID and other donors should concentrate

If credit delivery programs are to be successful,, ) . i ) )
.glrst on liberalizing and opening the financial sectors.]

they must be designed to be cost effective. In tth . ricti it t rat tal t
regard, ACEP stands out among all the projects sy cmoving restrictions on interestrates, capial frans-

veyed in this report. After a very difficult start, the fers, and credit use will help eliminate disincentives to

project was restructured to reduce organization anroviding financial services to agribusiness firms.
overhead costs and yielded a small operating profit Venture Capital USAID was a catalyst in the
for the first time in 1991. However, other credit creation of the first venture capital fund in Ghana and
delivery programs, such as the one operated bWest Africa, outside of Nigeria. USAID provided
TechnoServe in Ghana, are burdened by high operaechnical assistance and the funds necessary for the
ing expenses unlikely to be fully covered by thefirst eighteen months of operations of the Ghana

38



Venture Capital Fund (GVCF). GVCF is on its way

to operating self-sufficiency, is diversifying its port-
folio and mobilizing local sources of equity funding.

neurs are competent and accountable and, there-
fore, exercise lax oversight. This is contrary to
how venture capital management operates with

The same approach could be used to fund regional tighter day-to-day oversight and financial con-
venture capital organizations. trol.

The lack of debt financing and entrepreneur5. The level of funding needed by an individual
equity are both important constraints to the success SME for start-up or expansion is typically much
of venture capitalprojects. Other important factors lower than the amount of investment made in any
that limit a venture capital fund’s ability to invest its one firm by venture capital funds. Further, ven-
available resources include entrepreneurs’ lack of ture capital funds traditionally do not fund start-
familiarity and comfort with the concept, inadequate  ups.

recordkeeping practices, the unavailability of exit SMEs. Finance is one of the most important

mechanisms, and regtrictipns on client size, busmesrﬁissing links in the services provided to SMEs. Do-
sector, or owner nationality. nors can help SMEs identify and apply for sources of
Pure venture capital entities are inappropriate fofinancing, especially working capital, at a reasonable
supporting the start-up stage for most SSA busi- cost by developing and supporting the services of
nesses, for the following reasons: specialized local business consultants to appraise and
spackage” small projects. Normal collateral require-

1. Venture capitalists take an inordinate amount of : )
. ) . . ments for SME loans can be relaxed if the loan officer
a supported firm’s equity and, for a high risk or

less than spectacular pay-off possibility, theyhas a good understanding of the commercial require-

. . ments of the applicant’s business rather than just a
often require entrepreneurs to give up both man-

o : strict profit-and-loss/balance sheet orientation. Full
agement control and majority ownership. Such

. . cost recovery for SME (and certainly micro) financial
loss of control of ownership in developing coun- i , o
. . . . ,services is very difficult.
tries would be too reminiscent of prior regimes
command-control policies to be accepted by en- Operations.To ensure high repayment ratio, a
trepreneurs. rigorous application appraisal by the lender (a feasi-
2. For developing economies entrepreneurs to bg'“ty study if the project is large enough to support

. . the cost) is necessary, and tharower should sup-
successful, they would require consultative sup- . )
ly a minimum of 50 percent of the equity the

port services which are rarely the case in the o . .
traditional world of venture capital venture. In many cases, it is advisable for the lending

institution to make direct payment from loan pro-
3. Even though a risky strategy, pure venture capiceeds to the major suppliers of equipment to avoid
tal relies on public markets to “take-out” the misuse of the borrowed money.

recovery of invested capital and achieve a sub- i i i i
If agricultural credit projects are to yield accept-

stantial return. However, in SSA, even though ; .
. . _able reimbursement rates (e.g., 90 percent or higher),
public stock markets are nascent, there is no

L . . design of credit delivery systems must be based on
developed market for initial public offerings, nor : L ,
. . sound credit management guidelines. Marketing out-
are such markets expected to be in existence in , . . :
lets must exist and be tapped effectively. This prin-
the foreseeable future. i )
ciple was effectively demonstrated by TechnoServe,
4. The approach of donor organizations, which argvhich has financed oil presses to community coop-
the major supporters of entrepreneurship develeratives and producer groups and has financed cereal
opment in developing countries, can be antithetibanks in Ghana. CARE also created a small number
cal to the way venture capital managers analyzef viable village cereal banks in Mali. The basis for the

enterprise potential. Donors assume entreprefinancial assistance provided to rubber and palm oil
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tree firms in Ghana by Caisse Francaise detanding of the applicant’s business, will help reduce
Développment (CFD) was the assured export markehis constraint.

for rubbetr 3rl)d tSellcaptlve Iocal'marll<ettforNr|)aIm oil Loans granted through state-owned banks, even
represented by Lniiever processing piants. Noreovel,, ., commercially oriented entities do the feasibility

TechnoServe and CARE proved that remburseme%ork, are often not repaid due to borrower and bank

rates in agricultural credit can be very hlgh,. prov'dedmanagement have lax attitudes about repayment of
that loans are extended afteareful analysis and

) . government-related debt.
that they are well collateralizeghonitored regularly
and collected promptly. Francophone Countries=rancophone financial

Fi ial i i ati h AI:)DFinstitutions are conservative, risk-averse, and con-
. inancia .SEI’VICQS organizations such as strained by regional (franc zone) interest rate ceil-
which work with larger borrowers, can afford to do

e . L ings? Loans are concentrated in housing, industry,
more complete feasibility studies, have less difficulty . . )
) . and other urban-based enterprises. Agriculture is cor-
sourcing funds, and incur lower (than for smaller

) ] _rectly perceived as risky, given the uncertainty of
projects) transaction costs as a percentage of finang-. . . . . .
: rainfed agriculture, particularly in more arid countries
ing value. (in the Sahel) and semi-arid northern regions of coastal
Loan officer knowledge of the geographic area,countries. Agribusiness firms therefore must provide
the references of the borrower, and the businessvidence of collateral; character-based lending or
being financed is essential if financing is to be proproviding loans on the basis of cash flow are not
vided on bases other than collateral. Lending orstandard practices. There is some group-based lend-
criteria other than collateral also requires speciallyng to farmer organizations and economic interest
trained loan officers, preferably with an in-depthgroups (GIEs), which is designed to spread risk and
knowledge of the market they are serving. Such éower loan processing transaction costs. Francoph-
neighborhood networking approach for screeningne financial institutions focus on short-term finance
small loan applicants works, and it should be evemnd generally do not extend long-term credit (over
more effective in rural areas where everybody knowsne year), yet agribusiness investments often take
everybody. five to seven years to provide a positive return on
investment. There is an almost complete absence of

Professional management and a very clear focus

. . formal domestic sources of finance serving private
on asset growth and return on investment will have

o . tsector agribusiness investors in francophone coun-
a very positive impact on economic development ) o
. . N énes, but the informal market is vibrant.
projects, even without subsidization or grant-base
assistance. EDESA is a model for this principle, given  The regulatory environment needs to change dra-
its success in SSA. matically in the francophone countries studied if they
are to achieve the level of success achieved by Ghana

Checking the veracity of project proposals, espe-

cially as related to market share assumptions and tHe promoting agribusiness development. Such regula-

marketing plan, and hands-on mentoring and overt-ory changes are difficult to achieve, however, be-

. . . . cause financial and monetary policy is made at the
sight managemenafter financing are critical to the ) o
L . . regional level, and the individual francophone coun-
success of an agribusiness investment, particularly in’
rural areas tries lack autonomy to make changes.

Financial development projects that require bor_lmpllcatlons

rowers to have a low debt-to-equity ratio will find Financial services by themselves will not stimulate
that there are few investable projects available irconomic development as successfullyrasgrated
private sectors, which are in the early stages dfinancial, managerial, and technical assistance ser-
development. Convertible debt and income notesyices. That is, while reasonable availability of funds
along with loan officers who have a good under-will stimulate micro and SMEformation TA and

40



management assistance will likely be needed for thersis will help donors prioritize their activities and
to be successful. projects. At the same time, the projects must operate
cost effectively so that donors can make better use of

Although production agriculture and basic lit- ~ =~ i
Ehelr increasingly scarce resources.

eracy/numeracy training are important developmen
activities, they should not take precedence over fi- For optimal effectiveness and efficiency, as well
nancial services development. as for making the most rapid progressisting well-

managed financial intermediaries with a good track

Loans are not gifts and must nagedso that 4 should b 45 q ted
they can be repaid as agreed. When a donor providées_Cor shou € Used for new donor- supporte

funds to a financial institution, it should also deter—lonvate sector development programs.

mine if it is necessary to train loan officers in how to ~ Cooperation among donor-supported debt pro-
evaluate loans to agribusinesses. Donors should alstders, equity providers, and TA projects with similar
make funding contingent upon the financial interme-objectives (e.g., TDFL, TVCF, and TBC in Tanzania)
diary hiring professionals with business managemerghould be pursued by donor-supported financial ser-
experience as loan officers to serve agribusiness amnitces projects.

other poorly collateralized subsectors. This would be All credit projects should include a savings com-

gne wgy to make loan evalugﬁon’ criteria be_(?omeponent, to be used as a source of capital for loans.

increasingly based on the agribusinesses’ ability to

generate revenue and service debt. Programs.The addition of a credit fund to exist-
ing NTAE development projects (e.g., TIP in Ghana,

dGroup Lentdln%.Smallholder. trallrsa:ftlog ;IOSth APEX in Mali, and KEDS in Kenya) would enhance
and repayment rafios are marginally atioraable 1o, projects’ effectiveness and would help USAID

even well-managed institutions. Group lending Vi eet its objectives to promote NTAE and to increase

intermediaries (such as NGOs) appears to be oNg . value-added of specific subsectors.
way to control these costs. The optimal group size

for group lending is 10 to 25 members. Group lending ~ Venture Capital.If USAID supports new ven-
can also help overcome collateral problems that arisélre capital entities, it should insist on an up-front
from communal land ownership. Community-basednvestment of at least 50 percent of total project costs
group lending programs are an alternative to locaPy private African investors and banks. The experi-
traders’ control of commerce, cash flow, and infor-ence of SEINVEST in Senegal proves that local in-
mal lending. But, for group lending projects to suc-vestors and banks are willing to invest in a venture
ceed in societies evolving from socialist models willcapital firm and take advantage of selective opportu-
require much education and training. nities for promising long-term equity investments in

) ) . local manufacturing and agroindustrial enterprises.
NTAE.In countries where USAID is sponsoring

a project that provides services to export-oriented High-quality management and support from a
agribusinesses, the project should provide finance tdonor who isexperiencedn business development

at least export-focused SME beneficiaries, througt@nd finance in developing countries will make a major
either a financial intermediary, which could be ancontribution to the success of a venture capital project.
existing contractor with a successful track record, oNew venture capital projects should investigate the

through an integrated services organization such @xperience of other USAID venture capital projects,
an ASC. especially in SSA, before finalizing a design.

Design.In designing future projects, special at- Group FinanceDefaults on loans to SMEs can
tention must be paid to their cost effectiveness. ThBe minimized by specialized TA and training at a
level of annual operating expenses should be drama@roup level supplied through associations or self-help
cally less than the volume of loans disbursed or th@roups. One feature of group-based training should
amount of assets used. Economic cost-benefit analf2e how to match earnings streams from a financed
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activity to the funds needed for repayment of theassociations can lobby government for policy and
loan. This will help overcome the problem of theregulatory reform, infrastructure investment, and fa-
gradual decapitalization of an SME in order to meevorable tax and legal treatment, and serve as a private
loan payment schedules. sector watchdog that monitors the implementation of

Operations.The management team of a financialgOvernment policies and regulations.
services entity needs to be involved with either alarge In SSA there were very few instances of donor
single fund/institution or several funds/institutions toassistance to agribusiness, or agribusiness-related,
spread the high cost of their services and keep thassociations. Most that did receive assistance re-
cost from being a burden on any one project. Givereived it from USAID to support NTAE develop-
the high cost of high-quality fund managers, a reiment. EU donors generally support chambers of com-
gional fund (debt and equity) would enable bettemerce, which usually consist of urban-based traders.

leveraging of management. Examples of USAID support for agribusiness

Donor activities designed to support and stimu-associations include the following: USAID supported
late the development of agribusiness financial serfhe Business Center project in Tanzania, which helped
vices should consider the following components: an NTAE association (TANEXA) get organized; sup-
B Training for loan officers to help them assesspc_)rt to the Uganda Oilseed It"rocessc.)rs Assogaﬂon

. . o éwa CAAS) and some extension services assistance

financing applications on bases other than th i

, to the Uganda Vanilla Growers and Processors Asso-

borrowers’ balance sheet or collateral. . o i

ciation; and organizational and technical support

B Assistance for borrowers to develop viable busi{through the TIP project) to the Federation of Asso-
ness plans and financing applications based ogiations of Ghanaian Exporters, an innovative um-
those plans, and ways to enhance post-financingrella NTAE development association in Ghana. USAID

follow-up and support. This will mean providing is considering support for reorganizing the Horticul-
management and technical services to clients. tyral Promotion Council in Zimbabwe.

B Creative and flexible products such as sweat and A variety of associations were visited and pro-
in-kind equity, income notes, convertible debt,filed in an attempt to understand the existing climate

and others. in each country and to extract lessons and implica-
B Group lending for small borrowers. tions for future agribusiness association development
o o activities.
B Use ofexistingsuccessful institutions where pos- .
sible. Constraints

B Providing multidonor support to overcome the The main constraints to agribusiness association de-

constraint imposed by the minimum size projectvelopment success are the legacy of former govern-

needed to afford top-quality management. conments’ control of cooperatives, the tendency for

sider giving managers responsibility for multiple producer-based associations to be concerned only

projects/funds in one country or regional projectsMith production issues, the low level of training
funds. (especially financial) and part-time status of most

association management, members’ lack of finance

The M&E of financial services projects must be 3 financial viability, and difficulties association man-
very commercially oriented (i.e., focused on assefgement has in determining members’ priority needs
growth and ROI/ROA). and in developing programs to effectively serve their

3.3.3 Association Development highestpriority needs.

Association development is an important feature of ~Post-project sustainability of agribusiness asso-
civil society. As a form of special interest group, ciations is a major problem. The charter and objec-
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tives of supported associations are often too ambieform, work with government to create a positive
tious, leading to suboptimal performance. In a develenabling environment and investment/business cli-
oping country or transitional economy that lacks amate, and encourage government to invest in neces-
history of association formation and contindibpger ~ sary general infrastructure (roads, ports, telecommu-
term nurturing of associations may be required innications) and perhaps industry- or subsector-specific
order to achieve agribusiness project objectives. infrastructure (cold storage at airports and ports,

. L refrigerated rail cars where government owns the
Therefore, while association development can be™ A .
railway, etc.), nearly all of which, if successful, will

an important contributor to agribusiness develop- o ’
ment, strengthening SSA business and trade assoc%glp agribusiness firms.

tions will be a long-term process. Donors, govern-  Agribusiness association development in SSA of-
ments, and private sector operators should not holiégrs considerable positive impact potential because
too high expectations of what associations can andssociations can be an effective and efficient means
will be able to do to assist agribusiness developmenb help indigenous, small producers, and SMEs help
in the medium term. Expectations regarding whathemselves, and a leveraged way to support the de-
business and trade associations can achieve must &lopment of high-opportunity subsectors. Success-
tempered by budgetary realities, the typical phenomful associations eventually will become self-support-
ena of subsector associations having a limited numing.

ber of members, and the fact that small firms are only Well-focusecandwell-managedssociations can

able to pay modest dues. bridge the gap between small farmers/agribusiness

Subsector-specific associations are typically weakirms and the complexities of NTAE markets. SHGs
and unable to raise sufficient funds to mount arof small farmers and/or entrepreneurs, who in turn
active program, especially when their members arbelong to a donor-assisted association, are a good
primarily SMEs. However, donor-supported strength-way to leverage scarce donor TA and financial re-
ening of agribusiness associations can contribute teources.

successful agribusiness development, particularly Associations are not likely to develop until an

NTAE promotion. industry gets beyond the embryonic stage; that is,

Lessons Learned association development tendg$dathow, notprecede

. . . industry development.
General business associations in SSA are numerous y P

and active, and for the most part view themselves as Association organizers need to be aware that
lobbying bodies to advise the government on approthere are trade-offs with regard to size and scope of
priate steps to take to strengthen the private sector associations. “Voice”—the impact that association

large. However, they often lack professional managepositions can have on policy—usually requires a large
ment, are weakly supported by their membershipmembership, but an association can more effectively
and perform suboptimal lobbying and informationprovide services to its members when it has a narrow
dissemination; although many associations are awafecus, such as on flower exporting.

of these problems and shortcomings and are working In industry associations that include both large

to strengthen themselves. Also, existing associationgnd small members, the “big tend to pay while small
tend to be dominated by large commercial and foreig?end to use” is a pro’blem that can weaken or destroy

enterprises and retail traders rather than local many: L )
he association. Therefore, a degree of homogeneity
facturers or processors. . ) . . .
in the size of member firms is desirable.
Most eX|st|ng ggneral bu5|.ness associations do Vertically integrated producer/processor asso-
not focus on agribusiness and in fact under represent._.. . . _
Clations provide donors with an opportunity to suc-

agricultural and agribusiness f|r_ms. However, theyCessfully support NTAE development while reaching
can lobby government for policy and regulatory
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small-scale farmers. This type of associatiom@st how effectively it is serving its members’ priority
effective when the exporters are few in number andeeds. This process has been initiated by the AMIS
work with relatively large-scale outgrowers, permit- Il project.

ting a more cost-effective working relationship. Training on how to manage associations, espe-

NTAE association group lending schemes oftertially financial management and how to develop or
do not require large amounts of capital becausadapt programs that respond to members’ evolving
members’ export volume is usually quite modestneeds, is a high-yield donor contribution to associa-
especially for fledgling NTAE associations composedion development. Therefore, management training
primarily of SMEs. Proper cash management techshould be a component of USAID programs to assist
niques can help reduce the total amount of workingssociations.

capital required. While USAID may be tempted to provide full-

Despite the mixed experience working with assotime management and technical assistance to nar-
ciations, USAID should continue to support associarowly focused commodity- or industry-specific as-
tion development as an important component of agrisociations, this is usually misguided because it raises
business development programs. Associations camembers’ expectations for services to an unsustain-
play a positive lobbying function, and their emer-able level. Instead, such assistance is better targeted
gence is evidence of the healthy evolution of a vitato umbrella organizations. Intermittent, well-defined,
form of interest group in civil society and democraticand focused TA should be provided to member asso-
participation in and input to government. As associaeiations, including association members (e.g., train-
tions mature and increase funding sources, they cdang workshops) and association management. AMIS
also take on industry-or subsector-specific training]l, through its industry contacts and member trade
market intelligence gathering/dissemination, and techassociations, can access high-quality TA for associa-
nical assistance functions. tion management and members in a wide array of

L special skill areas.
Implications P

While a project can work directly with private agri- Matchinggrants for association (or other institu-

) . ; o ional) development activities are an effective way to
businesses, supporting an effective association shouﬁ@ I) ‘ pb invol ¢ and it ty
stimulate member involvement and commitment.
enable a better return on scarce donor resources.

. L Association-sponsored and donor-supported
Planners of business association development

projects must determine at the beginning of a projeéierLIp Iin?m?_ ISI ? wab_le way tot oyetrcc)lme members
if the conditions exist for association success and.~ Substantiaiiinancing constrainis. In many cases

. tpis can be accomplished with a relatively small amount
what type of programs are needed to stimulate thaf fundi ; H th )
success. Association success criteria are: (1) stro {y 'unding or guarantees. HOwever, the sponsoring

n _ L
leadership with a long-term commitment, (2) Ieader_dqonor will have to help association management de-

ship that is trusted by members, donors, and goverr\/—e'c’p and administer the group lending program,

ment, (3) minimal government influence, and (4) aespemally follow-up on borrowers.
clear and relatively narrow focus. Associations will Donor activities designed to support and stimu-
become self-sustaining only if they are effectivelylate the development of agribusiness associations

and efficiently serving their membeggiority needs. should consider including the following components:

A minimum score on an annual membership satisfac-. . : . .
. ) Provide assistance to help establish the priority
tion survey, conducted by a third party, should be a .

needs of members and potential members and to

condition for continued donor support of an associa- -
. . develop programs that serve a limited number of
tion. Guidelines need to be developed to assess an - o

their highestpriority needs.

association’s potential for success and to monitor
B Help train association management in how to
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manage a sustainable association with a focus caconsistent supply, and low labor and transport costs
sources and uses of funds, maintaining positivevill survive.

member relations, and effective lobbying. However, there is significant potential for NTAE

B Encourage a vertically integrated structure in-development in the countries included in this re-
volving producers, packers/processors, exportsearch. Opportunities in developed country (primarily
ers, and others to enable a greater number dhe EU), second-tier (e.g., Singapore and the Middle
members and better industry coordination. East), and regional markets are currently being devel-

B Assess a multilayer structure wherein sm:’allgroupgped successfully by SSA-based firms. While the

of producers form SHGs, which in turn belong developed country markets aerycompetitive, some

L . of the other markets are less complex and therefore
to a subsector association, which in turn belongs

L L more accessible to small firms. NTAE promotion also
to a sector association. This will enable donors to

support the umbrella association, which can inrepresents an opportunity for donors to stimulate

turn support and develop the levels below it anGbroad—based economic development and to increase

can afford professional management, and whicrt]he access of the indigenous population to the com-

. i mercial economy sincender the right conditions
will have a greater “voice” due to the total num-_
. indigenous smallholders and SMEs can successfully
ber of members it represents.

participate.

B Evaluate group lending and market information i
. . . I ) USAID promotion of NTAE from West and East
for high-priority service possibilities (as defined | . .
. o Africa to the EU has been successful in Ghana, Mali,
by members), especially for associations com- _ . .
. Kenya, and Uganda. Technical assistance in produc-
posed of SMEs. However, group lending must be, ,
tion and export marketing management has been a
very carefully managed. . . .
key element in this success. However, little or no
M&E for association development projects shouldemphasis has been placed on market research in West
focus on the success (as defined by members) andrica, and financial support is not a part of projects
progress toward sustainability of supported associan either region. There are USAID NTAE projects

tions. The results of an annual membership satisfagmder consideration in Zimbabwe and Mozambique.
tion survey, conducted by a third party, should be

one of the most important criteria for continued
donor support of an association.

Despite the opportunities and potential benefits
offered by NTAES, there is very little NTAE develop-
ment support provided by other donors in the coun-
3.3.4 Non-Traditional Agricultural Export tries studied. There is some focus on production

Development aspects, and some support for SMEs that happen to

More than 50 percent of the imported vegetables solf® in agribusiness, but very little is specifically tar-

in the EU, the main market for SSA horticultural (and98t€d on agribusiness or NTAE development.
floricultural) exports, are imported by wholesalers  No donors have established dntegrated ap-

for the large supermarket chains. These chains hayfoach to NTAE development. Agriculture represents
very strict quality and phytosanitary specifications,a significant portion of most SSA countries’ GDP
explicit timing requirements, buy in large quantities,and employment, and additional sources of foreign
and often require retail packaging at product originexchange and employment are badly needed. Agri-
Participation in this large NTAE business by SSApusiness development, and especially NTAE develop-
exporters requires tight control, a considerable scalgent, can play an important role in stimulating pro-
of operations, ancclose linkageswith the big EU  duction agriculture and employment growth, and will
importers. Also, because the EU horticulture andyenerate significant quantities of foreign exchange.
floriculture markets will continue to be well supplied, But full-service, integrated support is needed to make
only those competitors with high quality, high yields, this happen in a high-impact, best use of scarce
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resources manner. That is, without financial andector input, narrowing and refocusing project objec-
technical assistance and managerial consulting effetives, improving design flexibility, and avoiding over-
tively integrated into a single assistance programestimation of the capabilities of trade associations.

NTAE development will be suboptimal NTAE firms need an integrated package of finan-

USAID should continue to provide leadership cial, managerial, and technical assistance to optimize
among donors in supporting NTAE developmentthe impact of resources. Promotion of NTAE and
NTAE projects can generate greater foreign exchangechnical assistance for upgrading production and
earnings, increased employment in production, harexport marketing management will not by themselves
dling, and processing of labor-intensive productsresult in NTAE success. The Trade and Investment
and achieve a better return to land and labor thaRroject (TIP) in Ghana illustrates this point. Hard
coarse grains, legumes, and other basic foodstuffsvork by the project staff has yielded modest results
to date, mainly because there are no effeaeort
financing facilities for exporters of these new prod-
The major constraints to NTAE development in theycts to accompany and support project efforts to
countries studied are (1) the shortage of workingdentify new markets, improve product quality, re-
capital (caused by a lack of entrepreneurial equityéolve other complex issues such as transportation,
collateral and very few sources of trade finance), (2xport incentives and/or disincentives, and work
poor infrastructure (especially roads, air ports, an@losely with professional associations and local gov-

communications), and (3) poor organization (the lackernments to enhance the enabling environment.
of a clear understanding of the highest priority oppor- Similarly. th £ the Animal Producti
tunities [products and markets] and the optimal strat- imriarly, the progress ot the Animal Froductiv-

egies and structures for capitalizing on these oppo}'Ey and Export Project (APEX) in Mali is hampered by

tunities). Other important constraints to exportthe lack of resources to bring about a shift from

development in general, and to NTAEs specifically,promonon of traditional exports, particularly live ani-

. . O[‘nals and unprocessed hides and skins, to stimulation
are poor performance of the customs service, inad- ) o i
of NTAEs. This proposed shift will require not only

equate enforcement of tax laws, and excessive cus- =~ . : o7
. . technical assistance, but also complete modernization
toms duties on inputs that are to be re-exported. )
of the sector and the restructuring of export channels
For ISMEs, a shortage of high-quality planting and methods of transportation to neighboring coun-
materials and other inputs, as well as a limited domesries. Without long-term finance and trade credit,
tic market for off-specification production, constrain current efforts to shift risky, informal ad hoc export
the development of NTAE businesses. shipments through overseas commission brokers to-
ward a formal and well-structured export marketing

system are not likely to yield significant results.
Secondary research completed as a part of this project

found that NTAE programs in LAC and Asia suc-
ceeded in boosting the growth of agribusinesse
exports, and jobs. A favorable policy environment€mployment as well as indirect benefits, will come
and adequate infrastructure enhanced the prospedf@m assistance focused on established, medium-size
for NTAE success, and an early focus on developind™$ (those with 50 to 100 employees). These firms
successful pilot projects showed the best resultdend to be the ones that have a reasonable (at least 50

Contract growing promotion proved to be more work-Percent of that needed) level of equity to invest,
able than direct domestic and foreign investmenirained and experienced staff, and market knowledge.

promotion. Technical assistance at the production Because of the importance of transport costs to
level was as necessary as developing market linkageqTAEs (30—40 percent of the landed price), air freight,

However, the design of LAC and Asian NTAE projectsand to a lesser extent sea freight, costs musebe
could have been enhanced by increasing privateompetitive. For air freight, this is significantly de-

Constraints

Lessons Learned

The greatest economic impact from NTAE ac-
givities, both in terms of increasing direct income and
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pendent on passenger traffic volume. especially as related to product grade-out, and the
appropriate price for the various terms of sale (e.g.,

Conditions for successful smallholder (producer) : )
. . . . FOB factory versus field pick-up, COD versus con-
participation in NTAEs exist when they involve: (a) . i
rS|gnment, and TA provided versus no TA). There-

niche markets where producers have very few alter- ) . o

native buyers for their output, (b) low capital but highfore'_ p.rllce. transparency Is |mp9rtant 0 malntal.nmg

labor intensity, () a full-service local exporter su _credibility in a small producer/big exporter relation-

y p p

porting the business, and (d) a well-established inte> P

national market with experienced buyers/exporters.  TA to producers (farmers) for non-traditional

crops is best supplied by highly focused services

provided by exporting firms that market the product,

or by well-designed donor-supported projects, rather

B Large number of well-organized producers in athan by government agencies, which often do not
limited geographical area, usually with access tainderstand market requirements and often use out-
irrigation dated technology.

Successful ISME export horticulture develop-
ment requires the following:

B Cold storage units at collection points to remove  Large agribusiness firms may find it easier to go

field heat and store the produce into their own production in developing countries
when technological advances enable intensive, com-
mercial agriculture, especially when they are target-
ing developed-country supermarket business.

B Producer-owned transport/collection system

B Readily available, qualified TA, primarily as re-

lated to quality control _ ' o
Innovative entrepreneurs with an intimate knowl-

B Access to a good communication system edge of locally available raw materials and a reason-
B Focus on higher value products able understanding of international markets can often
B Shared production-related equipment, such adevelop good. NTAE business propositions.. Some of
’ these propositions deserve further evaluation, espe-
Sprayers cially where they can have a significdmmbad-based
B Access to the local fresh or processed market faiocal impact.

off-grade product and overproduction A large up-front investment and significant ongo-

SMEswill be best able to participate in higher ing operating costs are needed for a broad-based
value NTAE business if they can share expensivexport promotion and information service. Because
fixed assets and consolidate their output and markeggovernment, or long- term donor funding for such an
ing efforts. Therefore, some form of product con-effortis not reliable, a small surcharge on imports and
solidation is necessary for the financial success agxports is a good way to fund an export development
marketing projects involving small-scale producersentity.

An example of this would include a joint packer/small Through its NTAE projects, USAID needs to

farmer owned center that is responsible for land. . , . ,

i . e eighten exporters’ and prospective exporters’ un-
preparation, spraying, TA, output consolidation, COIdderstanding of EU market requirements and the par-
storage, and transport. ticular demands of the emerging mega-importers/

When local producers are risk averse and inexpeduyers who supply supermarket chains and other
rienced in NTAE production and marketing the besinstitutional customers.
way for them to develop is via outgrower or subcon-

. . . . ) Implications
tractor relationships with large, experienced firms.

The greatest impact from scarce USAID resources

There is considerable misunderstanding and d's\ivill be achieved when NTAE projects focus support

trust on the part of small producers as related to thgn a few high-potential, medium-size firms partici-
price that packers or exporters pay for produce, ’
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pating in high-potential product lines, as determined  Projects should investigate, and where viable de-
by subsector market opportunity assessments. Awelop, the less difficult to serve regional and medium-
operating constraints analysis will help identify andsize (e.g., Singapore and the Middle East) export
prioritize NTAE development constraints for export- market opportunities, especially for ISME exporters.
ing firms. Guidelines need to be developed for thesélso, local markets should be assessed for their
studies. potential as outlets for off-specification and excess

Intensive direct TA toindividual micro (< 5 production, so that some value is recovered dlhr

employees), and to a lesser extent to small (5_58roduct|on.

employees), exporting enterprises is suboptimal use Promoting intraregional trade will require taking
of increasingly scarce USAID resources. These ema hard look at real trade opportunities among SSA
terprises tend to have a very high dropout rate and am®untries, rigorously evaluating the current perfor-
unlikely to reach the point where they can pay formance of regional trading enterprises and the basis
such services. These types of firms need to béor that performance, and selecting a few high-op-
grouped in some way, such as in an association. portunity commodities/enterprises for intensive, di-

NTAE project technical assistance to exportersreCt promotion.

should strike a balance between high-value (e.g., pre- Because of the rapidly changing conditions that
pack horticultural products) and low-value (e.g.,characterize export markets, flexibility and quick re-
cleaned and graded pulses) items in order to mitigatgponse must be features of USAID projects assisting

risk and maximize export earnings. High-value/valuean embryonic NTAE sector.

added exports are more complicated, more capital
intensive, and entail significantly higher risks; but
exporters should be encouraged and supported ¥
optimize value-added—due to the potential for higher
returns—by processing and/or packaging their prod-
ucts. Processing also is a way to use product that
does not meet fresh export standards and to emplqy
a significant quantity of local labor. The highest grade
product should be exported to developed country
markets, good quality second-grade product to high
purchasing poweregional marketsand the rest to
urban domestic markets.

USAID projects that promote horticultural ex-
ports to the EU need to limit their commodity g
(subsector) focus to opportunities identified by mar-
ket research in selected European countries. Identifi-
cation of emerging market opportunities for selected
horticultural products in the EU needs to be comple-
mented by an assessment of the comparative advan-
tage of promising products in particular African coun-
tries, the potential for expanded production of
acceptable quality produce, and any agronomic as-
sessment of the potential for growing new crops and/
or varieties that have not been produced (for export’
in those countries.
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NTAE projects should incorporate the following:

Solicit private sector input early on. Private sec-
tor input and support are at least as important, if
not more important, than support from govern-
ment officials and agencies.

Put in place an analytical process, which begins
at the design phase, to undertake market size and
comparative advantage assessments of particular
non-traditional agricultural products. These as-
sessments must bmarketdriven The markets
can be domestic, regional, or international, or
some combination of these.

Be designed so that the project implementation
team has the flexibility to make mid-course
changes in focus, strategy, or implementation
thrustswithout requiring an elaborate evaluation
and redesign process. Markets for many NTAEs
are thin and volatile, and market opportunities
can evaporate quickly when a major exporting
country enters a new market or expands ship-
ments into an existing market.

Provide technical assistance at the production,
postharvest handling, and marketing levels. Do-
ing market research and brokering export deals



will have little positive impact if the quality and eficiaries, either by the project itself or from mem-
timing of product shipped does not meet buyembers of the project’'s support network and/or coop-
expectations and market requirements. erators. Financial services are especially important
Before providing support to an NTAE associa-for ISMES. Reasonable cost _debt I§ also very u_seful
[or entities that are not vertically integrated, since

tion, donors must determine the amount of expor

. L . they are capturing a limited amount of the total avail-
experience association members have, their expor

opportunities and potential, the status of the exporté-l le margin on a product, and for firms that are not

related enabling environment, the extent to Whichdlrectly exporting and therefore do not have access to

association organizers and leadership understan%ebt at offshore rates.
members’ priority needs and have viable programs to Two very important enabling environment com-
serve these needs, and the quality of associatigmonents that NTAE projects should focus on are:

management. B Transportation, both domestic roads and ports/

Support to ISMEs for NTAE development re- airports as well as freight rates, especially air
guires considerable, diversified and ongoing hands- freight. Helping the government stimulate tourist/
on assistance. Therefore, there is a need for an passenger traffic, deregulate the air cargo busi-
institution that offersintegrated (finance, TA, and ness, and maintain low refueling and airport land-
management services) services and is “networked” ing fees will stimulate air freight availability and
into the local industry (i.e., which has the support of  help keep rates competitive.

the larger exporting firms). B Optimization and proper enforcement of cus-

NTAE projects with ISMEs as the primary ben- toms activities, including quick clearance of out-
eficiary should include services that help ISM&s bound goods and low/no duties on imported raw
togetherto: share expensive fixed assets; jointly pur-  materials that are to be reexported.
chase inputs; consolidate output, at least at the local . . N _—

o , Donor involvement in a significant agribusiness

level; establish linkages with larger exporters to mar- . . . . .
. . export promotion project will require substantial fund-
ket their output; and negotiate subcontractor or

) i ) ing, a long-term commitment, and the development
outgrower relationships, especially for lower technol- : .
i : of alternative sources of funding (e.g., a cess on
ogy/higher labor requirement products.

imports and/or exports). The size of commitment

NTAE projects must also ensure that when largeneeded means that multidonor support may be re-
exporters buy from small producers, from their rep-quired. Support by donors from countries that are the
resentatives (e.g., an SHG), or from SME middletarget market for some of the exports would be very
men/wholesalers, that all participants understand thieelpful.

basis for establishing prices and terms. This may A donor-supported mechanism is needed to fi-

require donor assistance for communication materi- . . .
) . ) . nance, preferably on a matching grant basis (which
als and meetings to explain the basis for pricing and

the diff ‘1 Il as to determine h ~ would be recoverable if the project became success-
e. ierent terms, as well as fo aelermine (_)W prIC‘.?ul), the assessment of broad-based benefit NTAE
setting can be made transparent on an ongoing basis. o -
propositions developed by successful local agribusi-

When an NTAE development project is matureness entrepreneurs. A mechanism should also be
enough for management to understand whicldeveloped to tap the experience of the few successful
subsectors have thbest potential to support their NTAE entrepreneurs in a given geographic area, and
objectives, managers should have the flexibility towith their help determine how to accelerate the rate

target some of their resources on these sectors. of NTAE development in that area.

Sources for working capital and reasonable cost Rehabilitation of NTAE industries that were once
debt should be made available to NTAE project bengquite large (e.g., the cashew and coconut industries
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in Mozambique) will likely be very costly and require learned, and implications for USAID that do not fit

the joint and well-coordinated efforts of donors, theneatly into the previous categories (NTAE, Associa-
government, private sector participants, and produdion Development, SMEs, Financial Services). Quite
ers. a few involve project design, structure, and manage-

Therefore, donor activities designed to suppor{nent and donor program choices and coordination.

and stimulate the development of NTAEs should contessons Learned and Implications

sider including the following components: Agribusiness Projects in LAC and AsiAFR/SD/

NTAE associationscan be very helpful by en- PSGE/PSD and USAID Missions in Sub-Saharan
abling scale economies for providing services such a&frica can learn from agribusiness projects in LAC
technical assistance and in some cases implementiagd Asia, although USAID project officers and ana-
transactions (e.g., shared equipment, provision df/sts need to recognize that the economic and devel-
inputs, and consolidation and marketing of output)ppment contexts are quite different with respect to
and increasing industry “voice” to enhance the enlevel of economic development, infrastructure, co-
abling environment. herence and consistency of government policies and

Both commercial (smaller firm to larger firm) regulations, technological sophistication, human capital

and project (project management to larger firm) Iink_Ievels (managerial skills, labor force literacy/numeracy/

: . training), and other factors. An innovation that works
ages with executives of successful larger NTAE . : i
ell in LAC may not take hold all that well in an Asian

companies will help develop SME managerial and”

. -~ . . or African country. For example, trade associations
business capabilities and assist project management

. have flourished in Central America (under PROEXAG/
to better understand the opportunities and challenges ,
. . EXITOS) but have been slowly and cautiously em-
in the business. ; . . o
braced in Indonesia, where business organizations
B A project needs to integrate financial (debt andare uncommon and regarded with suspicion. Simi-
equity), technical, and managerial services into darly, an ASC might have to play far more of a
one-stop-shop concept that can address a firm'snancial intermediation role in SSA than in Asia,
constraints in an orchestrated manner. Otherwhere alternative sources of finance are more readily

wise the entrepreneur will have to go to severahyailable, and where financial markets are overall far
different sources with different requirements, deeper than those in SSA.

and/or one missing service will result in the oth-

ers being less than optimally effective. Agribusiness Service Centerddentifying and

developing effective and efficieinttermediary orga-
B Projects must identify and target the highest opnizations (e.g., associations, food and agribusiness
portunity subsectors (in some cases [e.g.development centers, or well-managed NGOs/PVOs)

Mozambique and Tanzania] this may involve re-is essential for leveraging scarce project resources.

habilitation or forward integration of an old/exist- . . .

. . Currently, donors are focusing on microenterprise
ing export business) and markets and pay par- ) . .

. . ; . , development and microenterprise and small business
ticular attention to integratingndigenousfirms

. . creation. According to GEMINI-funded work, mi-
into the industry. . . . .
croenterprises tend to flourish during bad times and

M&E for NTAE development projects should fade during good times (see Liedholm and Mead,
focus on the success of firms, associations, or othergg3). As part of an informal social safety net,
entities supported. National export statistics are oftemicroenterprises appear to play a valuable role, but as
not a highly relevant measurement of project perforan engine of economic growth and wealth generation,
mance. microenterprises do not rate highly. Microenterprise

335 General Recommendations development programs can play an important role in
“graduating” firms from microenterprise to small

This section summarizes other findings, lessongnerprise status. There is clearly a pressing need,
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however, to support SME expansion and diversificato supplement the supply of local agribusiness man-
tion more efficiently and effective\GMEs are very agers while locals are trained and gain more experi-
much the “missing middléin private enterprise pro- ence. All expatriate positions must have a local coun-
motion programs in developing countries, particularlyterpart.

in SSA. ASCs are one innovative vehicle for rigor- Semiannual project review forums (% day with a

ously screening andlirectly assisting SMEs in the broad group of beneficiaries, local government offi-

agribusiness system. Since the agribusiness SySteépals, and private sector representatives; % day with

accounts for a significant proportion of GDP in mOStthe project team) can be used to coordinate project

developmg countries, creating ASCs—as ppposed tgctivities, improve their effectiveness, and enhance a
small business development centers (which attem%eling of local “ownership” of the project. Active

to satisfy all comers)—is a rational, high-impact use . : : . .
Steering committees, with extensive private sector
of scarce resources

participation, must play a strong role to ensure suc-
Agribusiness Project Identification, Design, and cess at all stages of project implementation.
Management ConsiderationsA good subsector

oritizati del based ket potential All aspects of projectsand beneficiaries’ opera-
prionitization model based on market potential, coms; (production, organization, management, mar-

parative advantage, opportunities and constraints anal}é-e ting, finance, etc.) must be properly served for

sis, and availability/interest of human resources is_ ..
X . . , optimal success.

needed very early in commercial projects. This thor-

ough analysis is needed to prioritize the subsectors of Smooth, logical, and timely project succession is

primary interest before decisions are made abouMital to maintain local confidence in USAID activities.

mission support to commercial enterprises in a given  oiher ConsiderationsGovernment approval and

agribusiness subsector.  The analysis should pay,pnort for agribusiness projects are essential, but
particular attention to the competitive advantage Ofmplementation should be independent of direct gov-
the product in its target markets as well as t0 thement involvement because the private sector gen-

availability of trained personnel and the necessarra|ly prefers an “arms length” relationship with gov-
financial resources. ernment; and government involvement in

Private sector advisors, both expatriate and locaimplementation will slow progress.
should be used more extensively by USAID Missions Keeping policy improvement “on the burner” is

in the design and monitoring of agribusiness developg,e only way it will get accomplished. Therefore, all
ment projects because they have a much better P&ojects must suggest high-impact policy enhance-

spective on the challenges and opportunities they faGRants as well as methods to achieve them.
than do government employees. Direct, local busi-

ness experience is likewise important in helping to At the Africa Bureau level, an ongoing, formal,
prioritize and pursue policy reform issues related t@"d SSA-wide information exchange should be estab-
lished on agribusiness development lessons learned

o . and the implications for USAID project/activity de-
Agribusiness development projects must be mansign and implementation. This would incorporate the
aged by individuals with consideralsieccessfutom- gy nerience of all SSA donors working in the area and

mercial agribusiness experience. Effective staffing i$.id pe initiated based on the findings of tiso-
absolutely essential to a project’s success. Profegqiive Approachesctivity.

sional management and a strong interest in localiza-

tion of most operating positions will enable agribusi- ~ Donor Program Choices and Coordination.
ness projects to get off to a solid start. Top-dowHV'U“'donor agribusiness development projects (espe-

counterpart and local staffing will enable more localCially if focused on financing) should be investigated
input into design refinements and lower level staffi"d pursued, especially where other donors are re-
selection. Africans from other countries may be ablgPOnsible for an area where they have extensive

private sector development.
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experience. Also, some PVOs (e.g., CARE in Zim-3.3.6 Key Issues

babwe and Mozambique) may be able to MOVEris section summarizes key issues identified by this

beyond production agriculture and social develop-
ment into high impact economic development, and
should therefore be considered as partners for agri
business development projects, especially in rural
areas.

Donor programs based on support for developl-
ment in areas inich the donor has well-established
capabilities have good prospects for success. Con-
versely, new development areas should be approached
with considerable care, and where possible in coop-
eration with other donors who have experience and
competence in that area. Therefore, the apparent
success of a production agriculture-focused donos
agency or PVO does not mean that it will be able to
successfully evolve into postharvest development,
especially without considerable outside assistance.

Donors can use their experience in more devel-
oped industries to help rehabilitate agribusiness indus-
tries destroyed by political strife and/or civil war. In
situations of emerging democracies and free market
systems, unique opportunities for cooperation be-
tween the private sector and donors may emerge,
often with considerable opportunties for mutual ben-
efits or involving innovative, large agribusiness com-
panies is a good way for donors to leverage their
agribusiness and infrastructure development effortg
in rapidly evolving countries, especially when the
agribusiness firm is willing to cooperate on projects
of mutual benefit and interest. Private agribusinesses
can be used to identify high-yield business and geo-
graphic opportunities, and can often be effective

partners in developing these opportunities.
4.
Shortly after the shift from socialist to demo-

cratic systems is a good time for donors to determine
where they have a comparative advantage to assist
agricultural ministries in their important work. At that

activity that, if resolved, would make a significant
positive contribution to agribusiness development in

NTAE Development

How effective is most general market informa-
tion? Large firms say they do not need or use it,
and small firms do not know how to use it. There
is a need to develop effective ways to measure
the use of market information versus the cost of
providing it, especially by type of information
and type of user.

How can the potential be optimized for outgrower/
contract grower schemes on the model of the
silk and vanilla projects in Uganda, schemes that
have successfully reached out to both small farm-
ers and women? How can the success, future
prospects, and specific agreements of apparently
functional outgrower and subcontractor schemes
(e.g., in the Arusha/Moshi area in Tanzania and
at Mashonaland East in Zimbabwe) be further
assessed? The specific success criteria and meth-
ods for developing sustainable outgrower
schemes, especially for specialty NTAEs, need
to be determined.

What is the best way to determine the viability of

and to develop highly leveraged (multidonor and

extensively networked with the private sector)

agribusiness, and especially NTAE, projects in

geographic areas that have the potential for a
broad-basedpositive impact?

How does a project focus on NTAEs but retain
the flexibility to apply similar TA to the much
larger domestic and regional markets, especially
for firms that will eventually become exporters?

time the ministry is often quite open to ideas and wilSME Development

cooperate with well thought out programs. Improve-1 .
ments in government industrial policies must be ac-
companied with significant input from the private
sector, especially when a country is evolving from a
parastatal-based economy.
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What is the best and most efficient way to mea-
sure the full social and economic impact of sup-
port to large-scale enterprises (e.g., the Ziwa
Roses project in Uganda)? Because USAID eco-
nomic development objectives include increasing



broad-based income, employment, and foreign
exchange generation, these may be most effi-
ciently achieved through support to medium and
large firms. A comparative impact assessment is
needed to respond to criticisms of this type of

assistance, which at times is perceived as supy

porting the “big guys who need it least.” There-
fore, there is a need to determine the comparative

primary and secondary impact of support for 4.

medium and large versus micro and small enter-
prises, including a cost/benefit analysis.

What is the best way to assess the feasibility o%-

an integrated services agribusiness development
center in SSA. If it is feasible, what is the best
way to install a model ADC, and where is the
highest opportunity location?

Should or can micro and small enterprise (MSEf-

support institutions become self-financing? Do-
nors need to assess the potential financial pay-

back and likely term on MSE projects and deter—;

mine if a reasonable payback can be achieved. If
not, what other M&E should be developed to
assess these types of projects?

Association Development

1.

Which types of associations should USAID and
other donors give priority to supporting:

subsector- or commodity-specific associations,
which are vertically organized and have different
types of firms as members (input suppliers, buy-
ers, processors, distributors) or industry asso-

tions? What are the implications for how much
funding (i.e., what proportion of total association
funds) USAID provides to weak or newly cre-
ated associations? What sources of funding have
been developed beyond dues and donor support?

Which types/sizes of firms should associations
focus on recruiting as members?

Should member dues or contributions be estab-
lished on the basis of sales, total revenues, em-
ployment, or other criteria?

How can associations most effectively represent
an industry or subsector to financial institutions?
Under what conditions might an association be
used as a financial intermediary (e.g., offer group
finance to its members)?

How can associations work most effectively with
an agribusiness service center such as an FADC
or agribusiness incubator.

What is the role for “commercial” associations
that sell members inputs and market their output
(especially for micro and small enterprises)? Can
commercial associations be used to improve in-
put supply and output marketing, replacing out-
moded state or cooperative channels? An inves-
tigation should be conducted on how commercial
associations can be developed and supported to
function as middlemen between MSE producers
and exporters, thus enabling some economies of
scale.

ciations, which are organized horizontally (e.g.,Financial Services

processors of a particular product)? 1.

Under what conditions in SSA and other develop-
ing countries have umbrella organizations been

created and played a positive role in promoting,

agribusiness development? What services can
they provide effectively to member associations
and what services can they not provide effec-
tively?

Based on USAID experience worldwide, how
can association services be most effectively scaled

to association resources? Which activities shoul%

receive funding priority and under what condi-
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How can financial services organizations that
have not served agribusiness be made to change
their orientation, attitudes, and performance?

Are conventional financial organizations such as
agricultural development banks and commercial
banks the best vehicles for channeling equity and
long-term debt to agribusiness firms that seek to
expand and/or diversify? What other intermedi-
ary organizations might be created to meet these
needs?

What has been the performance (independent of



loan repayment) of micro-firms or groups that
have received credit through an association, pro-
ducer group, or economic interest group? Have
these entities generated more income and profit?

3.4 KEYAGRIBUSINESSPROJECT

DESIGN AND IMPLEMENTATION
RECOMMENDATIONS

Has loan repayment been funded out of in-

creased earnings or from other sources (e.gThe following recommendations are offered based on

sales of assets, cross-subsidization from anothéhe research and analysis completed for this activity.
enterprise)? They are believed to be highly relevant to SSA agri-

4. Infrancophone countries with a poor track recor
of financial support to agribusiness development
what is the recommended sequence of corrective
actions? Should donors focus initially and exclu—Io
sively on financial sector policies, regulations,
and investment climate? Or should alternative
intermediary organizations be created to servic
agribusiness? Is it possible to overcome percep-
tions of agribusiness as risky and anti-agricul-p

(Pusiness development needs, and represent the ways
in which the findings of the activity can be applied to
SSA agribusiness development constraints and op-
ortunities. The recommendations are roughly cat-
egorized into Programming Related and Implementa-
tion Related classifications. Examples of successful
application of the recommendation, and often one of
?he sources for the recommendation, are noted in
arenthesis.

ture-sector attitudes in a reasonable time periodProgramming Related

5. How do regional financial and monetary policiesl.

and regulations affect agribusiness finance in
francophone countries? What is the possibility
for changing restrictive practices, such as inter-
est rate ceilings, in the short to medium term?
Should credit programsnot be funded in
francophone countries where financial system
constraints make decapitalization over the long-
term unavoidable? Should donors focus on pro-
viding debt and equity only to SMEs that meet a
rigorous set of criteria?

6. How can financial, managerial, and technical ser2.

vices be most effectively and efficiently inte-

grated into a single entity that is targeted on a
specific high-opportunity subsector or firm type?
How can a broad base of financial, technical,
political and “network” support be developed for

such an entity?

Other

. : : 3.
What is the best way to effectively communicate to

local agriculture and business schools, what agribusi-
ness skills are most needed. Also, how can private
sector leaders play a more active role in curriculum
development and teaching?
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Establish project design and implementation
alliances to increase USAID’s “bang-for-
buck”. This can be accomplished through multi
donor projects (TDFL, TVCF, TBC), by
partnering with selected NGOs/PVOs (CARE),
by cooperating with appropriate government en-
tities, e.g., development banks and export pro-
motion agencies (ARDA-Mash East), and by
working in close concert with relevant private
sector firms or organizations (cashew trees-
Mozambique).

Increase the involvement of successful pri-
vate sector managers in project design and
implementation. This can be accomplished via
ongoing private sector development and project
advisory committees (FEW GOOD EXAMPLES),
periodic project review meetings with key private
sector representatives (KEDS), and other similar
arrangements.

Enhance the sustainability of interventions
via a heavy focus on developing local capacity
during the implementation of projects. The
chances for intervention sustainability will be
improved by developing—viable associations
(FAGE); pragmatic and highly practical local tech-
nical and managerial assistance and consulting



capabilities; networks that tap into international
technical, marketing, and managerial support
(TBC); financial services providers that have an
understanding of business and know how to use
references (BSBC); group lending schemes that
have a significant savings component (CS/CAPEC/
LG), and training institutions that provide useful,
highly applicable, and commercially focused train-
ing and management courses, especially those
focused on enhancing operating capabilities
(ZIMMAN), including such skills as business
strategy and planning, financial management,
bookkeeping, cost control, and marketing.

Identify and focus on high-opportunity
subsectors. This should be based on formal
assessments and include the identification of me-
dium-size firms with some experience in the
selected subsectors (KEDS). Medium size firms
represent the best opportunity to positively im-
pact employment, exports and agribusiness de-
velopment. Firms with some experience are much
easier to take to the next level.

Implement cost/benefit-focused monitoring
and evaluation on projects. This should be
done down to the level of individual project com-
ponents. Include in the analysis qualitative input
from interested parties and beneficiaries (e.g.,
member/client satisfaction measurement). Assess
the progress of assisted firms as well as macro
impact. (NO EXAMPLES DISCOVERED)

Establish a feedback system for all ongoing
agribusiness projects and activitiesThis would
facilitate dissemination, throughout USAID and

the agribusiness development community, of les2.

sons learned and implications and could take the
form of an on-line bulletin board with monthly
reports on specific projects, and a data bank,
perhaps on-line, where current project reports,
evaluations, and impact assessments are main-
tained and available. (NO CURRENT FEEDBACK
SYSTEM OTHER THAN CDIE)

Each USAID funded activity and project should
have a standard requirement to identify and
report success storiesProving the benefits of
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USAID work is difficult unless a concerted effort
is made to identify and report success stories.
These need not be created, there are many posi-
tive results achieved, but they often go unre-
ported. If personnel on each activity and project
was responsible for, in addition to their project/
activity specific responsibilities, identifying and
objectively reporting success stories, the infor-
mation bank that would be developed could be-
come a very useful resource for achieving sup-
port for USAID’s work. (NO FORMAL
SUCCESS STORY REPORTING SYSTEM)

Implementation Related

Develop and sustain effective operating link-
ages to leverage the experience and know of
successful enterprises and individualsMany
medium and larger agribusiness firms and pro-
fessionals have the skills needed to accelerate the
rate of agribusiness growth on SSA. But this
talent, expertise, and know how is small com-
pared to the need. Therefore, ways must be
found to leverage these scarce skills so that their
benefits can be enjoyed by a large number of
enterprises and entrepreneurs. Such leveraging
can be achieved through outgrower arrangements
(CARZAN, HORTICO), subcontracting,
mentoring (K-MAP), “commercial” associations
(KESSFA), and joint efforts by the local exten-
sion service/R&D, the private sector, and donors
on constraint alleviation (KEDS). For large buyer-
small producer linkages transactional transpar-
ency, especially regarding pricing, is essential to
build and retain confidence (SELBY’S).

Develop integrated (one-stop-shop) agribusi-
ness development service centers, which can
provide in one location all the services needed
by SME agribusinessesThese services include
financing, i.e., flexible equity and debt based on
business and reputation considerations (BSBC);
technical assistance and consulting services on
processing, packaging, transport, quality assur-
ance, and cost control (TIP); managerial con-
sulting on business strategy and planning (TBC),
financial management, and on sharing fixed as-
sets (MASH EAST); and assistance gaining ac-



cess to domestic and international support net-
works (KEDS, TIP, TBC).

Investigate the development, promotion, and
use of integrated, diversified agribusiness as-
sociations These associations would include
producers, processors and packers, exporters,
and service companies as members (SILK, VA-
NILLA). They would: provide a range of inte-
grated services, including input supply, output
consolidation, marketing, and technical assistance
(KESSFA); identify, understand, and respond to
memberspriority needs (AAK); demonstrate good
funds sources and uses understanding and man-
agement (NO EXAMPLES); be able to balance
policy and voice concerns with members’ other
priority needs; and possibly support or directly
provide group lending. Umbrella associations can
also be used to achieve this type of leverage and
range of services (FAGE).

Consolidate and thus leverage the activities

of micro and small enterprises.Such consoli-
dation and leveraging can be achieved by joint
input purchasing, by owning fixed assets in com-
mon, by consolidating output, by using a com-7.
mon source for technical assistance, by having
full-time rather than part-time operations manag-
ers, by negotiating and lobbying as a group, and
by self-help groups coming together to form an
association (MASH EAST, KESSFA).

Place as much emphasis on identifying and
developing opportunities as on constraints
analysis and policy enhancementrirst, deter-
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mine where the opportunities are and how to
capitalize on them; then assess the policy and
enabling environment constraints only if they

constrain access to or the ability to capitalize on
established opportunities. (EPADU)

Place predominant enabling environment fo-
cus on conditions that are constraints to high
priority agribusiness opportunities. Prioritize
enabling environment constraints on the basis of
interviews with entrepreneurs and commercial
participants insights into high-opportunity
subsectors (NO EXAMPLES). Place equal em-
phasis on i) proper enforcement of established
rules and regulations and i) policy modifications.
Look for joint public/private/donor solutions to
priority enabling environment constraints (e.g.,
infrastructure). Understand that commercial policy
enhancement and institutional development must
be private sector and market led. Use enabling
environment policy enhancement project profes-
sionals who are directly involved in business
development as a source of policy modification
needs (EPADU).

Emphasize regional, specialty, and domestic
markets for agribusiness micro and small
enterprises. This would include a focus on
balancing domestic supply and demand and on
labor intensive, value-added products, e.g., maize
milling (ZIMBABWE), on less demanding re-
gional markets (FAVCO), and on niche markets
with established customers (MADAGASCAR
SPICES, SUN FLAGG, VANILLA, SILK).



4. Secondary Research Findings

This chapter summarizes key findings, lessons learnedhich field trials were carried out on agronomically
and implications for USAID from secondary researchpromising agricultural products with market poten-

performed under thimnovative Approachesctivity.

tial. Contract growing proved to be more workable

The secondary research findings are based on tliban direct domestic and foreign investment promo-
following three literature reviews, which appear intion. Technical assistance at the production level was

their entirety as appendices to volume 2.

as necessary as developing market linkages.

* Secondary Review of Innovative Approaches toémplications for USAID

Agribusiness Development in LAC and Abia -
Richard Koskella of IMCC

* Sub-Saharan African Exports of Horticultural
Products to the European Union: Consolidation
and Synthesis of Studidsy Richard Abbott of
Abt Associates Inc.

* Secondary Review of Agribusiness Development
Centersby Daniel Shaffer of Arizona State Uni-
versity

4.1 NON-TRADITIONAL
AGRICULTURAL EXPORT -
DEVELOPMENT

Key Findings

USAID-funded projects in LAC and Asia provide
valuable lessons for SSA. The LAC and Asia NTAE
programs succeeded in boosting the growth of
agribusinesses, exports, and jobs; and a favorable
policy environment and adequate infrastructure en-
hanced the prospects of NTAE success. However,
NTAE project designs were flawed in a number ofm
important respects. There was little input from the
private sector; the focus of some projects was mis-
placed or too broad; the design was not flexible
enough; and trade associations had limited capabili-
ties.

Lessons Learned (]

Projects were most successful when there was an
early focus on developing successful pilot projects, in
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Solicit private sector input in the early stages of
a project private sector input and support are at
least as important, if not more important, than
government support.

NTAE projects need to put in place an analytical
process, which begins at the design phase, to
undertake market size and comparative advan-
tage assessments of particular non-traditional
agricultural products. These assessments must be
market driven or based, where the markets are
domestic, regional, or international, or some com-
bination of these.

NTAE projects must be designed so that the
project implementation team has the flexibility to
make mid-course changes in focus, strategy, or
implementation thrustsithoutrequiring an elabo-
rate evaluation and redesign process. Markets for
quite a few NTAEs are thin and volatile, and
apparent market opportunities can evaporate
quickly when a major exporting country enters a
new market or expands shipments into an exist-
ing market.

NTAE projects require technical assistance at the
production, postharvest handling, and marketing
levels. Doing market research and brokering ex-
port deals will have little positive impact if the
quality and timing of product shipped does not
meet buyer expectations and market requirements.

USAID should continue to provide leadership
among donors in supporting NTAE development.
Several USAID-supported projects in LAC, Asia,



and SSA have played a key catalytic role in
promoting NTAEs, particularly to high-income
markets such as the EU. NTAE projects can gen-
erate greater foreign exchange earnings, increased
employment in production, handling, and pro-
cessing of labor-intensive products, and a better
return on land and labor than coarse grains, le-
gumes, and other basic foodstuffs.

4.2 ASSOCIATION DEVELOPMENT

|
Key Findings
Institutional strengthening of public or private asso-
ciations contributes to successful agribusiness devel-
opment, particularly NTAE promotion. Association
development was usually in support of NTAE pro-
motion. Post-project sustainability of associations is
a major problem. The charter and objectives of sup-
ported associations are often too ambitious, leading
to sub-optimal association performance.

Lessons Learned

Associations achieved the best results when the)’
focused on field trials and trial export shipments to
foreign markets. In a developing country or transi-
tional economy that lacks a history of association
formation and continuity, long-term nurturing of asso-
ciations may be required in order to achieve
agribusiness project objectives. Alternatively, a project
could work directly with private agribusinesses.

Implications for USAID

B Before committing significant resources to asso-
ciation development, USAID and other donors
need to assess the institutional environment and
the business “culture” carefully. Some countries

most African countries function most effectively
as lobbying organizations. More mature associa-
tions may be able to take on more functions that
are industry- or subsector-specific. Nevertheless,
in few cases will an African trade or business
association be able to provide an integrated, full-
service package of assistance to member firms.
(This provides an opportunity for creation of a
food and agribusiness development center
[FADC], which is better able to provide firm-
level TA and finance).

In evaluating the suitability of working with and
supporting an association prior to a project, key
success criteria need to be established. While
most trade associations in Africa fall far short of
the ideal, they should have a minimum number of
active members, member financial support (mini-
mum percentage, depending on the size and cre-
ation date of the association), leadership that is
reasonably responsive to members, and a mini-
mal infrastructure (office space, manager, sup-
port staff).

Despite the mixed experience in working with
associations, USAID should continue to support
association development as an important compo-
nent of agribusiness development programs. As-
sociations can play a positive lobbying function,
and their emergence is evidence of the healthy
evolution of a vital form of interest group in civil
society and democratic participation in and input
to government. As associations mature and in-
crease funding sources, they can also take on
industry- or subsector-specific training, market
intelligence gathering/dissemination, and techni-
cal assistance functions.

may not be suitable for association development,
given poor historical performance of associations™*
or cooperatives or no prior association experi-
ence because businessmen do not have a history
of collaborating, even on matters of mutual inter-

DEVELOPMENT, WITH
PARTICULAR ATTENTION TO
PROMOTION OF NTAES TO THE
EU

est.

B The potential of and role for associations need to

Key Findings

be carefully thought out, as there is a tendency t&maller African enterprises tend to be risk averse,
have exaggerated expectations. Associations ipoorly organized and managed, not well informed
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about export market opportunities, and financiallyFADCs, which concentrate on agribusiness enter-
strapped and hence unable to invest in improvegrise promotion, providing an integrated package of
equipment and technology. When exporting NTAEsservices to existing SMEs that seek to enter new
to the EU and other high-income markets, SMEs tencharkets, expand production, and diversify their prod-
to ship produce to EU brokers and importers on condct mix. These services include technical assistance
signment, thus, assuming all of the price and markéh business planning, market research and intelli-
risk themselves. Small exporters have essentially ngence gathering, marketing, and financial manage-
control over export marketing channels in the EUment. An FADC can also access specialized technical
Reducing risks, increasing control, and enhancingervices in production technology and management,
returns require small- to medium-size NTAE export-information systems, and functional areas of market-
ers to negotiate contracts with EU buyers or enter inting (such as postharvest handling, storage, transport,
strategic alliances with EU firms that will advise processing) through an established service network.
them on production and postharvest handling techFinally, and unlike incubators, FADCs can provide
niques, shipping methods, packaging, and other tecliinancing to SMEs in the form of equity and/or debt,
nical matters. To have enough volume to capturevhich serves a niche (e.g., SMESs) that is rarely served
importers’ attention, however, SME exporters will by conventional sources of financing. AMIS Il staff
need to organize and coordinate their shipmentswith industry experience feel strongly that FADCs
Whether they do this as an exporters’ cooperativezan play a positive and catalytic role in SME devel-
through a trade association in a particular Africaropment and promotion.

country, or with 'Fhe help gf an export promOtionlmpIications for USAID

agency representing a particular country’s exporters

in the EU depends on a number of factors, particul
larly the strength of existing institutions and the will-
ingness of independent SME operators to collaborate.

Lessons Learned

SME exporters who do not organize into a group are
at a decided disadvantage in shipping to EU marketi
vis-a-vis large firms, which can achieve scale econo-
mies, invest in cold chain technology, and regularly
export significant volumes. EU importers, who are
becoming increasingly concentrated to serve multiple
countries and large-volume buyers such as supermar-
ket chains, want to minimize transaction costs and
risks associated with dealing with smaller volume,
occasional suppliers, and to maximize the probability
of regular shipments that meet stringent specifica-
tions.

Potential Role for Food and Agribusiness De-
velopment Centers

Support to a wide range of SMEs, including firms

that serve domestic, regional, and international mar-
kets, can be provided by several different types oﬁ
intermediary organizations. Volume 2 focuses on small
business incubators or development centers and on
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EU markets for horticultural products have be-
come hyper-competitive; thus, USAID needs to
devote greater attention to competitive strategies
for countries acquiring or defending market share,
and for enhancing African exporters’ manage-
ment over EU market channels.

Two ways to address the above issues are to (1)
continue to do applied research that focuses on
competitive strategies and market channel man-
agement, and (2) conduct annual surveys of ma-
jor importers/buyers of African (and other tropi-
cal and counter-seasonal) horticultural produce
in the EU.

Market channel research should focus on (1)
evaluating returns, costs, and risks of different
organizational or institutional arrangements be-
tween (and among) African exporters and EU
buyers; (2) trends in EU market channels; and
(3) the role of African government trade promo-
tion agencies or representatives in European
markets.

USAID projects that promote horticultural ex-
ports to the EU need to limit their commodity



(subsector) focus based on market research ito mobilize both equity and debt to finance SME
selected European countries. ldentification ofexpansionsand to integrate it with technical and
emerging market opportunities for selected hormanagerial assistance.

ticultural products in the EU needs to be comple-
mented by an assessment of actual production of
promising products in particular African coun- H
tries, potential for expanded production of ac-
ceptable quality produce, and an agronomic as-
sessment of the potential for growing new crops
that have not been produced (for export) in those
countries.

B Through its NTAE projects, USAID needs to B
heighten exporters’ and prospective exporters’
understanding of EU market requirements and
the particular demands of emerging mega-im-
porters/buyers who supply supermarket chains
and other institutional customers.

|
4.4 FINANCIAL SERVICES TO
AGRIBUSINESS, WITH
PARTICULAR ATTENTION TO
FADCS
Key Findings

While the review of innovative approaches to agri-
business development in LAC and Asia found little
information about financial services, it was a central
theme of the discussion of FADCs and business incu-
bators. At a minimum, a key function of both entities.
is to maintain networks of professional service pro-
viders, which include financial institutions such as
commercial banks, agricultural development banks,
credit unions, venture capital funds, and other finan-

cial

intermediaries. As access to financial resources is

typically a major constraint on SME expansion or
diversification, one-stop-shop intermediary organi-
zations such as FADCs must emphasize provision of
needed financial services. Given the reluctance of
conventional financial intermediaries to loan funds to
agribusiness firms, particularly SMEs, which are not
well-collateralized, FADCs will have to include an
in-house financing (debt and equity) component.
Hence, FADC managers and board members will
need to have strong finance backgrounds and be able
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Lessons Learned

The track record of commercial and develop-
ment banks, NGOs, and development projects is
poor in serving SME financial needs because
SMEs do not lend themselves to the type of
financial assessment used by most financial insti-
tutions.

SMEs require several types of assistance pro-
vided in an integrated manner by a single
agribusiness intermediary organization. Conven-
tional lenders cannot perform this role, but FADCs
can.

Implications for USAID

FADCs appear to be the pivotal and missing link
in the support system serving agribusinesses in
African countries because they can provide an
integrated package of services to agribusiness
firms seeking to expand or diversify. In the litera-
ture review and the country case studies (see
volumes 3 to 5), no one project or set of donor-
funded interventions served the full range of SME
needs. USAID should strongly consider estab-
lishing FADCs in promising African business
environments, such as those in Ghana, Madagas-
car, Zimbabwe, and Tanzania.

To optimize the prospects of FADC success,
USAID needs to abide by the following prin-
ciples:

SME product decisions and production tech-
nology must be driven predominantly by
market requirements. Production needs to be
demand driven.

FADC assistance to nonestablished export-
ers should concentrate initially on success-
fully marketing to domestic and regional
markets. That will enable SMEs to meet the
somewhat less rigorous requirements of these
markets before taking on challenging inter-
national markets.



FADCs will succeed only if donors cultivate the proliferation of USAID-funded projects with NTAE
private investor and key public agency sup-components. A central office such as AFR/SD/PSGE/
port and ownershipof the FADC. Foreign PSD could perform a valuable service to various
resources alone can not create a sustainabl@gSAID missions and NTAE projects by monitoring
FADC,; half or more of the start-up resourcesand analyzing EU markets for horticultural products.
must come from local sources. In addition to tracking EU imports according to which
FADC development requires an appropriatecoumry is .the suppllgr (vqum'e and prlcg by season),

. . . . NTAE projects require ongoing analysis of trends,
mix of expatriate specialists and experts in o ,

changes, and shifts in consumption patterns and

incubator/business center development, as

. marketing channels, and the competitive position of
well as local business consultants. Heavy

. . . . African exporters vis-a-vis competing suppliers. The
reliance on expatriates will not result in de- . : i
. best way to arrive at a valid assessment of competi-
velopment of a sustainable FADC.

tive position is to interview EU importers periodically,
FADC start-up requires a minimum three- probably at least once a year. Importers should be
year resource commitment, as well as theasked to rank different African suppliers on the basis
flexibility to respond to the changing needsof key factors such as reliability of exporters as
of SME clients for information, technology, suppliers, how well NTAE products are prepared,
TA, export marketing management assis-packed, and labeled, exporters’ ability to meet deliv-
tance, and financing. ery schedules and specifications, exporters’ under-

standing of the market requirements, and exporters’

4.5

familiarity with the requirements of the export busi-
MONITORING AND EVALUATION ness. They should also be asked about important

trends in the business.

The review of innovative approaches to agribusiness Although not discussed at length in the review of
development in LAC and Asia uncovered little infor- FADCs and incubators, M&E of their financial per-
mation about the quality and effectiveness of M&Eformance, based on the performance of SMEs that
on USAID and other donor projects in those regionspave received FADC equity and/or debt, is a high

In fact, there was so little information that the 1993-

priority. As an innovative intermediary organization,

94 CDIE agribusiness evaluation team decided 9, FADC should be monitored and evaluated in the
visit a number of countries to generate the baSi‘FoIIowing other areas:

information needed to compare impact in different

countries and agribusiness systems. While USAID i

Effectiveness of assistance in business planning

aware of the need to do careful M&E of ongoingm Effectiveness of training provided or identified
agribusiness projects, few M&E systems permit the  through service networks

kind of cross-country comparisons needed for seriou
analysis that would strengthen USAID’s institutional

memory and capacity to learn from experiences in
different countries. Furthermore, impact evaluation

Timeliness and effectiveness of FADC monitor-
ing of SME production, marketing, and financial
performance

that is done is usually macro (sectoral or subsectora® Ability to access skillful and needed outside ser-
and broad-gauged. There has been little attempt to vice providers, who provide valuable direct as-
assess the impact of agribusiness projectssisted sistance to individual SMEs

firms, using firm-level performance measures.

B Effectiveness of an FADC in using the leverage

Implications for USAID provided by its financial resources to access other

Ongoing tracking of African horticultural exports to
EU countries should be a high M&E priority given

sources of funding (including conventional fi-
nance, which has typically not been available to
agribusiness SMEs in developing countries)
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B Progress toward financial sustainability land) orientations, to incorporate major NTAE pro-
motion components. Supporting NTAE development
is rational from an individual Mission’s perspective,
B The estimated increase in the value of equityput the agency and regional bureaus were remiss in
holdings not assessing the aggregate impact of simultaneous

As discussed in the AMIS IGuidelines for Food NTAE promotion projects in many countries, which

and Agribusiness Development Cent@se Gordon often targeted a narrow range of markets and prod-
and Shaffer, 1995), performance evaluations shoulHCts® Such a situation can be prevented in the case
be carried out at least once per year by outside/® the EU, by more systematic tracking of major EU
(preferably by one or more of the evaluators whdnarkets for key horticultural, floricultural, and other
participated in the design of the FADC). FADCs thatNTAE products. It is of the utmost importance that
fail to meet reasonable expectations require strategiBiS €ffort go beyond analysis of secondary volume
rethinking, redirection in some aspect(s) of imple-2Nd price data. Formal surveys of a sample of key

mentation, or more resources to perform particulafMPOrters are strongly recommended in order to gauge
functions than originally envisaged. the competitive position of different developing coun-

try suppliers. Either a central bureau or a regional
office of USAID should fund, oversee, and coordi-
4.6 GENERAL RECOMMENDATIONS  hate such a survey, as this would benefit numerous
USAID Missions and projects and avoid costly dupli-

. . cation.
AFR/SD/PSGE/PSD and USAID Missions in Sub-

Saharan Africa can learn much from agribusiness An FADC, as a refinement and specialized applica-
projects in LAC and Asia, although USAID project tion of a small business incubator or development
officers and analysts recognize that the economic argenter, is a well-formulated concept and potential
development contexts are quite different with respednnovation that describes funding by USAID or other
to the level of economic development, infrastructuredonors or foundations/NGOs. AMIS Il staff believe
coherence and Consistency of government p0|icie§']at non-directive, multisectoral business develop-
and regulations, technological sophistication, humafent centers are unlikely to be successful in many
capital levels (managerial skills, labor force literacy/developing country contexts. An FADC, on the other
numeracy/training), and other factors. An innovationhand, operating under tight controls and private sec-
that works well in LAC may not take hold all that tor management, can fill a key gap or niche by pro-
well in an Asian or African country. For example, viding integrated services to SMEs. This is especially
trade associations have flourished in Central Americénportant because SMEs, quasi-formal enterprises
(under PROEXAG/EXITOS) but have been slowly that lack significant financial resources, have trouble
and cautiously embraced in Indonesia, where busRccessing conventional finance and paying the full
ness organizations are uncommon and regarded wifist of needed services (technical assistance in busi-
suspicion. Similarly, an FADC might have to play far ness planning, financial management, production/pro-
more of a financial intermediation role in SSA than incessing technology and techniques, marketing strat-
Asia, where alternative sources of finance are morégies and functions, etc.).

readily available, and where financial markets are Currently,
overall far deeper than in SSA.

B Loan recovery ratios

donors focus on microenterprise devel-
opment and microenterprise and small business cre-
NTAE development projects have been populagtion. According to GEMINI-funded work, microen-
with many USAID Missions during the 1990s. Sev-terprises tend to flourish during bad times and fade
eral missions have redesigned earlier projects, whicfuring good times (see Liedholm and Mead, 1993).
had (producer) cooperative strengthening (Ugandd)s part of an informal social safety net, microenter-
Guatemala) or regional development (Northeast ThaiPrises play a valuable role, but they do not promote
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economic growth and wealth generation. Microentervehicle for rigorously screening and directly as-
prise development programs can play an importargisting SMEs in the agribusiness system. Because
role in “graduating” firms from microenterprise to the agribusiness system accounts for a signifi-
small enterprise statusThere is a pressing need, cant proportion of GDP in most developing coun-
however, to support SME expansion and diversi- tries, creating FADCs—as opposed to small busi-
fication more efficiently and effectively SMEs ness development centers (which attempt to
are very much the “missing middf’in private en- satisfy all comers)—is a rational, high-impact
terprise promotion programs in developing countriesuyse of scarce resources

particularly in SSA. FADCs are one innovative

63



64



5. Key Findings from East Africa

This section summarizes key lessons learned amsupported to optimize value-added — due to the
implications for USAID of thénnovative Approaches potential for higher returns — by processing and/or
work in the East African countries of Kenya andpackaging their products. This not only provides a
Uganda. way to use product that does not meet fresh export
standards, but also can reduce the need for refriger-
ated storage and shipping (high value/low weight)

5.1 NON-TRADITIONAL and thereby minimize air freight costs. Therefore, the
AGRICULTURAL EXPORT highest grade product should be exported to devel-
DEVELOPMENT oped country markets, quality second-grade product

to high purchasing power regional markets and then
to urban domestic markets, third-grade product where

o appropriate and feasible should be processed (where
In Kenya and Uganda the principal NTAEs are freshyconomy of scale opportunities exist), and fourth-
flowers and vegetables marketed to European CoURirade product used for animal feed.

tries.

Key Findings and Lessons Learned

o ~ TAto producers (farmers) for non-traditional crops
~ The greatest economic impact from NTAE activi-js pest supplied by highly focused services provided
ties, both in terms of increasing direct income ancby exporting firms that market the product, or by
employment as well as indirect benefits, will COMe,ye|l-designed donor-supported projects, rather than
from assistance focused on established, medium-siqﬁ, government agencies, which do not understand
firms (those with 50 to 100 employees). These firmsy ket requirements and often use outdated technol-

tend to be the ones yvith a.reasonabl.e level (e.g., ab%‘éy. Exporters can usually only afford to supply tech-
50 percent) of equity to invest, trained and experinical assistance to thiarger outgrowers.

enced staff, and reasonable market knowledge. _ o
The higher the value-added the more difficult it is

Intensive technical assistance to individual microrg, micro and small enterprises (MS) to participate in
(< 5 employees), a_nd to a Ie§ser gxtent smgll (5-5QTAEs, but the greater the market and margin oppor-
employees), exporting enterprises is a suboptimal Usgnity. Products that are easier to produce most often
of mgreasmgly scarce USAlD_ resources. These eNjie|q [ower margins, which then require larger mini-
terprises tend to have a very high dropout rate and afg,m size operations. Therefore, there is an inconsis-
unlikely to reach the point where they can pay forgncy hetween direct participation by MS in NTAESs

such services. These types of firms need to be groupegq their financial and managerial capabilities.

in some way, such as in an association. _
_ NTAE exporters face a number of key constraints,
TA to exporters of fresh produce should strike & cyding the following:

balance between high-value (e.g., pre-pack horticul-

tural products) and lower-value (e.g., cleaned and Much of the market information assistance and

graded pulses) items in order to mitigate risk and technical assistance must be imported because

maximize export earings. Development of higher ~ there is little in-country experience.

value (or value-added) exports is more complicatedl The quality of Kenya's and Uganda’s products

more capital intensive, and has significantly higher  (especially with respect to pesticide residues) and

risks. However, exporters should be encouraged and |imited reliability of air cargo space are the major
problems perceived by the Elthe market
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Exporter cooperation (e.g., in associations) must
be carefully managed due to competitive (cartel
possibility) considerations. That is, exporter in-
volvement could lead to a monopolistic situation..

Effective and efficient air freight handling, which

products for export as a way to deal with high air
freight costs and space shortages, and as a way to
use lesser grade product.

Project staff must have direct export commercial
experience to be of significant help to exporters.

is crucial to the quality and timeliness of perish-.
able exports, is typically inadequate and needs
upgrading in East Africa.

Sectoral workshops are more expensive and more
difficult to organize than general workshops, but
their impact can be much greater.

B An adequate water supply is essential to produc—.
tion of fringe season NTAEs; therefore, water
availability problems may limit continued NTAE
expansion.

Recipient matching (50 percent suggested) is im-
portant for donor grant effectiveness. Significant
marketing TA must accompany grants (especially
to MS) if they are to be used effectively.
B Adequate physical infrastructure is essential to
cost-competitive and high-quality NTAE prod-
ucts, yet Kenya's infrastructure is deteriora\ting,s'2
especially rail and road to Mombasa, port man-
agement is poor and the power supply is noKey Findings and Lessons Learned

consistent to Uganda, which relies on Mombasa S\ssociations may be groups of (a) processors in a

port, is even more constrained than Kenyaparticular agribusiness subsector, (b) general or spe-

Uganda’s infrastructure deteriorated fjl_mng thecialized exporters and producers (farmers), or (c)
1970s and 1980s due to protracted civil war. some combination of the two.

ASSOCIATION DEVELOPMENT

Implications Planners of association development projects must

Given that resources are scarce and assuming thdgtermine at the outset if the conditions exist for
the enabling environment is sufficiently supportive,association success and what type of programs are
USAID projects may best be focused on support to aeeded to stimulate that success. Associations are not
few high-potential, medium-size firms, as determinedikely to develop until an industry gets beyond the
by subsector market opportunity studies. Guidelinesmbryonic stage that is, association development tends
need to be developed for these studies. to follow, not precede industry development. Asso-
. . iation success criteria are: (a) strong leadership with
Flexibility and quick response must be features 019 . @) g. . P
: - . a long-term commitment, (b) leadership that is trusted
USAID projects assisting an embryonic NTAE sector .
. . - by members, donors, and government, (c) minimal
because of the rapidly changing conditions that char- . .
) L government influence, and (d) a clear and relatively
acterize export markets. Other significant recommenﬁarrow fOCUS
dations for USAID include the following: '
. . ) . . Institutions or associations are only as effective as
B More private/public/donor dialogue is required, ,, . y
. . . . . their management personnel. Therefore, management
especially in the project design stage, to avoid . . o ) . .
. . training for associations, especially financial man-
suboptimal designs that must be corrected when
. agement and how to develop or adapt programs that
applied to the real world. ) . . . .
respond to members’ evolving needs, is a high-yield
B Project designs that encourage vertical integradonor contribution to association development. In-
tion (or at least extensive coordination) will im- creasing management/leadership skills through train-
prove the cost, timing, and quality competitive-ing is only effective if trained individuals remain with
ness of high-value exports. the organization. Developing and retaining key project

B More emphasis should be placed on processe%nd association persor_mel are key tasks, since experi-
enced managers are in great demand.
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Association organizers must be aware that there are
trade-offs with regard to size and scope of associa-
tions. “Voice"—the impact that association positions
can have on policy—usually requires a large mem-
bership, but an association can more effectively pro-
vide services to its members when it has a narrovg
focus, such as flower exporting. In industry associa-
tions that include both large and small members, the
“big tend to pay while small tend to use,” a problem
that can weaken or destroy the association. There-
fore, a degree of homogeneity in size of firms is
desirable.

Vertically integrated producer/processor associa-
tions provide donors with the opportunity to success-
fully support NTAE development while reaching -
small-scale farmers. This type of associatiomisst
effective when the exporters are few in number and
work with relatively large-scale outgrowers, permit-
ting a more cost-effective working relationship.

Well-focused and well-managedassociations can
bridge the gap between small farmers and the com-
plexities of NTAE markets. Working though self-
help groups (SHGs) of small farmers is one way to
leverage scarce TA resources. For example, in Kenya,
KESSFA (a small-scale farmers association) acts as
an intermediary between farmer SHGs and large eX@
porters.

Associations will become self-sustainable only if
they effectively and efficiently serve members’ prior-
ity needs. A minimum score on an annual member®
ship satisfaction survey, conducted by a third party,
should be a condition for continued donor support of
an association.

even if this means combining subsectors such as
flower, fruit, and vegetable exporters. For TA to
be effective, it must be directed toward a rela-
tively narrow range of subsectors, types, and sizes
of firms/members.

Organizations structured like cooperatives struc-
ture are much more regulated and influenced by
the Kenyan and Ugandan governments than are
associations. Thus, commercial associations
should be organized as corporations rather than
as cooperatives, not only to avoid the political
problems cooperatives have in Kenya, but also
and to take advantage of the more pragmatic
orientation of a corporate structure.

“Social” problems (e.g., ethnic tension, cliques,

poor cooperation) are more prevalent at the MSE
association level. SHGs, on the other hand, are
more culturally homogeneous and work together
more efficiently.

Poor “real” price information can cause prob-
lems for association marketing efforts because
members become disenchanted with the price
they receive from the association for their pro-
duce.

Too many micro participants in a commercial
association can cause accounting cost problems
(i.e., many small accounts with a high mainte-
nance cost versus the value of the transactions).

Consistent collection and equitable distribution
of exporter cess payments is needed to achieve
and retain credibility for cess payments as an
industry development mechanism.

B Associations can be a good, leveraged way témplications

provide TA to NTAEs enterprises, especially to g
MS.

B Guidelines need to be developed to assess an
association’s potential for success. The AMIS I
project has started developing such guidelines.

B Matchinggrants for institutional and activity de-
velopment are effective because they stimulate
member involvement and commitment. u

B To enhance “voice,” more members are needed,
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Mechanisms must be developed for identifying
the most viable and sustainable associations. A
good association “needs assessment methodol-
ogy” if it is to address priority needs, establish
model associations, devise association performance
measurements, and develop sources of financial
support.

Membership satisfaction surveys should be con-
ducted annually; there is currently no objective
mechanism available for assessing membership



satisfaction, and effective use of this tool wouldviability is completed. Investing project resources in
help associations effectiveness, and thereforemall potential (niche) market start-up industries is
sustainability. particularly risky and very expensive.

Donors can help associations focus (or refocus) Conditions for successful smallholder (producer)
their efforts during the critical early years by participation in NTAEs exist when they involve: (a)
providing financial support which requires meet-niche markets where producers have very few alter-
ing conditions for sustainability. native buyers for their output, (b) low capital but high

Donors should not specify in the project OlesignIabor intensity, (c) a full-service local exporter sup-
which associations a project must work with porting the business, and (d) a well-established inter-

Rather, the design should allow flexibility to national market with experienced buyer/exporters.

support those associations with the most poten- The two most important constraints to SME devel-
tial and those that are the most cooperative. opment are the entrepreneurs’ (1) lack of marketing

Associations must operate independently of botheXpertlse and (2) minimal knowledge of and access to

iy . sources of financial assistance (especially working
the government and from politically motivated . i )
capital) and how to apply for it. Donor assistance
power brokers.

should concentrate on these two areas.
Technical support from donors, and possibly al-

liances with similar associations in other coun-
tries, is very useful for associations involved with
exports because it is difficult for them to obtain
information from outside the country.

Self-help groups are a useful way to leverage de-
velopment resources aimed at SMEs and in many
instances may be the best way to serve the needs of
small agribusinesses. Another way to assist SHGs is
to link them with large enterprises that can provide
A fully integrated commercial association may inputs, technical assistance, and markets. However,
be the most viable way to establish linkages bethis |atter type of activity requires intensive, hands-on
tween MSE producers and exporters. management assistance by donors if it is to be suc-

The most cost-effective way to serve the needs dressful.

small producers and enterprises may be through Other important lessons learned include the follow-
associations of SHGs, since they can provideng:

double leveraging when they are association ) )
members B Shortages of capital and TA, especially as related

to marketing, are the major limitations for SME

Management training should be a component of
any USAID program to assist associations.

Potential and current member education programs
are important to help differentiate associationsm
from cooperatives, given coops historical image
problems.

5.3

SMALL AND MEDIUM
ENTERPRISE DEVELOPMENT

Key Findings and Lessons Learned

Small, marginal enterprises should not receive donor
support until a thorough study of their economic
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participation in NTAEs. SHGs can help over-
come these limitations, especially in tandem with
well-managed associations.

The MSE dropout rate is very high due to a lack
of financing, collateral, and management exper-
tise.

Organizational integrity and the integrity kéy
individualsis very important to help maintain a
positive attitude on the part of beneficiary SMEs.

It is difficult to build andretain local capacity
within an SME support projeetheadof clients’
needs.



Implications business consultants to appraise and package small

SHGs and associations can be used to mak%roJeCtS'

efficient use of expensive USAID and/or other Rigorous application appraisal by the lender (a fea-
projects’” SME development resources. sibility study if the project is large enough to support

Ongoing and hands-on (high direct involvement)the cost) is necessary, and tharrower should sup-

. . 0g?ly a minimum of 50 percent of the equiity the
services are very important to the success o . :
SMEs venture. In many cases, it is advisable for the lending

institution to make direct payment from loan pro-
It is difficult to provide assistance on a strictly ceeds to the major suppliers of equipment to avoid
commercial basis at the micro level because manghisuse of the borrowed money.
enterprises that want help will never be able to

pay for the needed services Loan defaults by SMEs can be minimized by pro-

viding specialized TA via group lending supplied
Investing in start-ups isery highrisk because through associations or SHGs. Such training should
they have a high failure rate. include discussions of how to match earnings streams
A significant portion of direct SME assistance from a financed activity to the funds needed for re-

should be focused primarily on local or regionalP@yment of the loan. This will help overcome the

(versus developed country) markets because tHoblem of the gradual decapitalization of an SME in
market requirements are less strict than those difder to meet loan payment schedules.

developed country markets and they are vastly Funds provided without TA to in how to use it
larger (up to 60 times the size of export markets)effectively are often not repaid. The difference be-
To be successful, MSE marketing services musiween a grant and a loan is unclear at the MSE level.
be highly focused, probably even to the level of Therefore, communications with the borrower must
niche markets. be very clear on repayment expectations. Further-

more, financial services projects need to include or

5.4

identify sources of effective TA for their clients.

FINANCIAL SERVICES Implications

DEVELOPMENT . , . .
B Design and management of financial projects

Key Findings

carried out by finance professionals are usually
more effective because the principles involved

A major financial need of SMEs is working capital.  are often not well understood by USAID manag-
Without access to financing (both debt and equity) it ~ ©rS.

is very difficult for agribusinesses to grow. As previ- g
ously mentioned, sources of finance and how to ac-
cess them are not well known by SMEs. The major
constraints to agribusiness lending by financial insti-
tutions are the shortage of commercially viable projects
and poor loan and investment “packaging” by the

Detailed screening of financing applications by
businesqversus loan officer) professionatan
facilitate lower collateral requirements. Experi-
enced business operations managers are needed if
loans are to be based on criteria other than profit-
and-loss and balance sheet analysis.

borrower, not a lack of available funds. Therefore,

technical assistance, for at least business plan devd®

Success of financing projects will likely require

opment and loan or investment “packaging,” should multidonor/agency cooperation, given the sub-

be programmed into any donor-supported financing
project. Donors can help MS in this area at reasonable

stantial resources required for a minimum size
entity. Cooperation between USAID and IFC/

cost by providing the services of specialized local B or other financially oriented agencies such as

CDC will increase the chance of project success,
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although it will also increase the complexity of sources invested in that subsector. For example, how
the project. much does the $64-million Kenya horticultural export

B The skills of local business consultants need t%fcuksgﬁ ?hae:/(;ltg ?T:i(l)l‘i";;OKTECS;‘;‘?O?;?’E'SWCtOW pay-

be continually developed through donor-sup-
ported training programs. Full cost recovery for Progress toward financial self-sustainability should
services at the SME (and certainly micro) levelbe one of the main measures of performance for
should not be expected. projects that provide support to associations. Because
B Special care must be taken to help borrowers Séatssociations’ ability to manage cgsh. flow is typically
weak, the development and monitoring of a “sources

aside funds from the earnings stream of the project

being financed to repay the loan. However, |0anand uses of funds” schedule is an important perfor-

repayment cannot be the only criterion used tghance evaluation tool.
measure the success of an MSE financial services Membership satisfaction is another prime indicator
project. of the performance of an association. Membership
surveys or polls should be carried out annually, and
to ensure credible results they should be carried out
55 MONITORING AND EVALUATION by professionals. One element of such a survey for an
association that markets producers’ output is a com-
Key Findings parison of the price received from the association

versus selling through buying agents—taking into

M&E systems are desigqed to improve the'impact Ofccount the value of other benefits a member receives
donor projects by providing an understanding of thg,qm, the association. Associations should earn a mini-

progress, or lack thereof, toward objectives as thgym annual membership satisfaction score in order
project is implemented (which may lead to mid-coursgq continue to receive donor support.

adjustments) and assessing the results versus expec- ' '
tations upon project completion. Project evaluations should include breakdowns by

o . o type and size of beneficiary, including costs of ser-
USAID agribusiness project M&E is in an early yjices provided versus benefits; for example, increased
stage of development, but it is more advanced thag, iyt versus the cost of services provided by firm

that for most other donors. Substantial opportunity;,a Input/output (cost/benefit) analysis is a useful
exists to enhance USAID project M&E, especially asqq| to measure direct benefits against direct costs
related to direct and indirect impact by project comy,qih for the overall project and for project compo-
ponent and type of beneficiary, and, cost versus befyants. This should be done on a quarterly basis and
efit analysis. Current mid-term and final project aSyeviewed/managed by USAID personnel.

sessments need to be more rigorous on cost benefit _ _
analysis and need to focus more on beneficiary im- The frequency of use of private sector advisors and

pact evaluation versus macro level impact. Mordhe impact of their contribution should be monitored
randombeneficiary sampling should be used, rathef© €nsure that agribusiness project managers are us-
than the current sampling, which is guided by projectd Private sector expertise effectively.

management. A project should also be assessed a reamformation on the secondary impact of assistance to
sonable length of time (e.g., two years) after its complefarge firms (e.g., employee income and how it is spent,
tion to determine the sustainability of accomplish-pusiness generated by purchases of supplies and
ments. equipment from local suppliers, or services provided

A key assessment that needs to be complbeed locally such as transportation, legal and accounting

fore project initiation is the amount a subsector musBervices, insurance) should be collected and ana-

grow to achieve a reasonable payback on the rdyzed. This will facilitate M&E of the full impact of
support to larger firms.
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Implications

Performance measurement that focuses on mac-
roeconomic or aggregate trade statistics may be
less informative than measurements that focus
on the progress or success of assisted firmd#
because it is very difficult within the compara-
tively short timeframe of a project tdirectly
affect macro measurements.

All projects need more breakdowns by type of
beneficiary (e.g., number of clients served, cost
of efforts, and output increase) anyy size of
firm. [ |

More client (exporters, government, USAID man-
ager) satisfaction assessment (qualitative) is
needed as a part of project M&E.

Quality, coverage, timeliness, and pragmatism of
guarterly project reports, including an M&E
matrix by project component, need improvement.

Better and more specificsourcesand uses of
funds projections are needed for entities and
projects seeking support. [

More focus on a project’s value (vs. tonnage)
increase is needed for NTAEs, especially the
amount of in-country value-added as the result of
a project.

Donors need to review project objectives at leas®
annually to determine if adjustments are neces-
sary.

5.6

markets as well as to the availability of trained
personnel and the necessary financial resources.
Operations constraint analysis is a useful tool in
this process.

Semiannual project review forums (%2 day with a
broad group of beneficiaries, local government
officials, and private sector representatives; %
day with the project team) can be used to coordi-
nate project activities, improve their effective-

ness, and enhance a feeling of local “ownership”
of the project.

Private sector advisors, both expatriate and local,
should be used more extensively by USAID
Missions in the design and monitoring of
agribusiness development projects because they
have a much better perspective on the challenges
and opportunities they face than do government
employees. Direct, local business experience is
likewise important in helping to prioritize and
pursue policy reform issues related to private
sector development.

Identifying and developing an effectiugerme-
diary organization(e.g., an association, an FADC,
or an NGO/PVO) is important for leveraging
scarce project resources in agribusiness develop-
ment projects.

Active steering committees, with extensive pri-
vate sector participation, must play a strong role
to ensure success at all stages of project imple-
mentation.

GENERAL RECOMMENDATIONS

The following do not fit into the above areas of focus
but they are relevant to agribusiness project design and
implementation.

5.7

ISSUES DESERVING FURTHER
STUDY

The following issues are unresolved questions for

which there are no apparent answers. Answers to
W A thorough opportunities and constraints analyhege questions, however, would enhance agribusiness
sis is needed before decisions are made aboptgiect design and implementation in East Africa.
Mission support to commercial enterprises in 8g4ch includes a suggestion for resolving the issue.

given agribusiness subsector. This is necessarx
to prioritize the subsectors of primary interest.
The analysis should pay particular attention to the
competitive advantage of the product in its target
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How effective is most general market informa-
tion? Large firms say they don’t need or use it,
and small firms don’t know how to use it. There



is a need to develop effective ways to measure
the usage of market information versus the cost
of providing it, especially by type of information
and type of user?

Is broad-gauged baseline monitoring data really
necessary? Segregating dependent and indepel-
dent variables in macro impact measurement is
very difficult, and the cost of direct impact macro
measurement is usually quite high versus the
benefits realized. Consider measuring the progress
of assisted firms and the associated indirect ben-
efits as a satisfactory way to determine the im-
pact of a project.

Can commercial associations be used to improv@
input supply, replacing outmoded state or coop-

erative channels? Conduct an investigation of

how commercial associations can be developed
and supported to function as middlemen between
MSE producers and exporters, thus enabling some
economies of scale.

How can the potential be optimized for outgrower/
contract grower schemes on the model of the silk
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and vanilla projects in Uganda, schemes that have
successfully reached out to both small farmers
and women? Assess the specific circumstances
and methods for developing sustainable outgrower
schemes, especially for specialty NTAEs.

What is the best way to effectively communicate
needed agribusiness skills to local agriculture
and business schools? Determine how the current
and anticipated skill needs of agribusiness can be
communicated to local agricultural and business
schools and how private sector leaders can play
a more active role in curriculum development
and teaching.

Should or can micro and small enterprise support
institutions become self-financing? Assess the
financial payback amount and likely term on MSE
projects and determine if a reasonable payback
can be achieved. If not, what other M&E should
be developed to assess these types of projects.



6. Key Findings from West Africa

This section summarizes key lessons learned andations to upgrade fruit and vegetable production for

implications for USAID of thénnovative Approaches
work in the West African countries of Ghana, Mali,
and Senegal.

6.1 NTAE DEVELOPMENT

Key Findings

export to the EU. The Association malienne des ex-
portations des légumes et des fruits (AMELF) re-
ceives technical support and encouragement from
COLEACP, an EU-based horticultural export sup-
port institution, but its funding and effectiveness are
limited. Mango exports are the major fruit NTAE,
although they have been exported for years. Green
bean exports are relatively small but expanding.

USAID has successfully promoted NTAE develop-Lessons Learned

ment in Ghana, funding an $80 million Trade and
Investment Project (TIP) with a $20 million technical
assistance component. TechnoServe and AMEX are
providing technical and export management support
to SMEs entering into or expanding exports of NTAEs
as well as nonagricultural products. The major NTAER
benefit has been expanded pineapple exports.

NTAE promotion in Mali has had limited success
to date. The Animal Production and Export Project
(APEX) of USAID has worked closely with producer
groups and traders to promote traditional livestock
exports to the established market in Céte d’Ivoire andl
the new, emerging market in Senegal. Promotion of
non-traditional livestock products, particularly chilled
or frozen meat and processed hides and skins, has not
been successful, in large part because innovative firms
and traders require significant capital investments
that APEX is not able to finance. The development of
new marketing channels for non-traditional livestock
product exports, in addition to the required upgrading

Expansion of NTAEs in Ghana and Mali is re-
strained by firms limited access to export fi-
nance, even when they are provided with mana-
gerial and technical assistance.

Intraregional trade in NTAEs in West Africa is

restricted by costly transport, relatively undiffer-

entiated demand, low purchasing power, similar
resource endowments and production possibili-
ties (within the Sahel and within coastal West
Africa), and poor infrastructure.

USAID promotion of NTAEs from West Africa

to the EU has achieved some limited success in
Ghana and Mali. Technical assistance in produc-
tion and export marketing management has been
a key element in this success; little or no empha-
sis has been placed on market research and finan-
cial support. Promoting NTAE to high-income
markets requires the full range of technical, man-
agement, and financial support services.

of infrastructure, has not taken place. A reassessme”ﬁplications for USAID

of market opportunities for chilled and frozen live-
stock products in regional West African markets fol-H
lowing the 1994 devaluation, and a thorough analysis
of the potential competitiveness of processed or semi-
processed hides and skins in EU markets should pre-
cede any investments in the development of NTAEs
in the livestock subsector.

Under DHV (Developpement de la haute vallee)

USAID/Mali is working closely with producer asso- u
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Future USAID NTAE promotion projects would
be more effective if designed with amtegrated
package of financial, managerial, and technical
assistance to optimize the performance of each
separate project component. Existing projects
would benefit from the addition of missing com-
ponents to fill current gaps in service.

Donors interested in promoting intraregional trade



need to take a hard look at real trade opportunitiesient for change. In Senegal, associations consult
among West African countries, rigorously evalu-with the government on steps to strengthen the pri-
ate the current performance and competitivenesgate sector at large. In contrast, Ghana’'s economic
of trading enterprises, and select known highiiberalization predates that of the francophone coun-
potential commodities/enterprises for intensive,tries, having begun in the early 1980s, and many
direct promotion. associations have formed, although quite a few have

B USAID NTAE promotion projects would be more limited membership and resources.

successful if they included finance and market The range of services provided by West African
research/intelligence dimensions. To consolidatérade associations is limited, centering on lobbying
the gains of TIP in Ghana and DHV in Mali, governments for trade policy, general regulatory, tax,
second-generation projects that include these oth@nd investment reform. Few associations offer tech-
dimensions could be designed. Alternatively, thenical services in the form of training workshops,
establishment of an intermediary organizationassistance in developing business plans or accessing
such as an ASC, that provides an integrated paclsources of finance for business expansion, market
age of services, including finance and markeintelligence and market information, or any industry-
research, to SMEs exporting non-traditional ag-or commaodity-related research or analysis.

ricultural products would be very realistic. Association management is generally weak in West

Africa. The smaller the association, the more likely
that association managers are member-managers who
work part-time for the association and full-time man-
aging their own businesses. Even a large umbrella
Key Findings organization such as FAGE has only two full-time

Agribusiness association development in the threBrofessional staff. Strengthening association manage-
study countries is limited, although it is more ad-Ment should be a donor priority, particularly in en-

vanced in Ghana than in the two francophone courouraging the emergence of viable interest groups in
tries. The largest and best-funded industry and traddémocratic civil society. The requirement of large,
associations in francophone countries tend to be geroad membership in order to hire full-time profes-
eral business organizations, which represent formaional managers represents a dilemma for smaller,
sector (large) firms across several sectors, aIthoug‘FPmmOdity' or subsector-specific trade associations.
traders are heavily represented. Historically, thes&lifing professional managers to lead umbrella orga-
organizations were closely associated with governfizations and provide them with training and techni-
ments, often receiving a significant portion of their@! Support to work closely with the mostly part-time
funding from earmarked taxes. Ghana differs in thaf"@nagers of member associations is a pragmatic and
it offers an umbrella organization that represents manEFe_‘”StiC strategy in light of prevailing resource limi-
disparate export-oriented commodity associationgations.

This Federation of Associations of Ghanaian Export- FAGE, whose creation was funded by USAID/
ers (FAGE) was created in 1993. Ghana's TIP, is instructive in several regards. FAGEs

The francophone economies have been charactepbiectives include (a) strengthening member associa-

ized by much government intervention and participalions, (b) improving NTAE production techniques

tion, although this is changing and a more receptivéhroth technical assistance, training, and other do-

business climate has been created, encouraging as&¢/-funded programs, and (c) representing the techni-

ciation formation. The overthrow of the Traoré regimeC@! and service needs of NTAE growers and export-

in Mali in 1991 and the formation of a democratically€'s 1 the Ghanaian government. Although FAGE
elected government have removed political barriers t§°Presents fourtee_n commodlty—specmc associations,
association development and lobbying the governitS Unifying theme is NTAE promotion. Through TIP,

6.2 ASSOCIATION DEVELOPMENT
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IESC provides ongoing financial, organizational, and
technical assistance to FAGE. Finally, FAGE man-
agement expects it to be entirely self-financed withiri
five years of its creation.

It should be noted, however, that FAGE's early
success is in large part a function of donor financing
and TA, which has provided a jump-start, and the fact
that NTAEs are of a sufficiently large volume and
value ($124 million in 1993) to justify formation of
such an umbrella entity. Countries such as Mali an(i
Senegal, whose NTAEs are far more modest in vol-
ume and value, are not yet ripe for umbrella organi-
zations. Indeed, there are too few commodity- or
subsector-specific associations to form the base for
such an umbrella. Hence, the formation of an um-
brella organization should follow the emergence of a
robust association movement in an African country.
This, in turn, depends upon a dynamic and growing
economy, where firms are willing to pay dues to fund
subsector- or industry-based associations that can heb
meet specific needs. Finally, since associations typi-
cally focus initially on policy and regulatory reform,

a receptive or neutral government is a prerequisite to
widespread and sustainable association development.

In the two francophone countries visited during this
study, AMELF in Mali appears to be the most prom-
ising agribusiness association. Comprising mainly
fresh produce exporters of mangoes and French beans,
AMELF is 100 percent self-financed, growing (from
five members in 1992 to eighteen in 1994), and work-
ing closely with the regional Comité de Concertation,

a working group of fresh produce association repre-
sentatives from francophone West African countties,
and with COLEACP (Comité de liaison Europe-

and the political environment has become pro-
gressively more liberal.

Small associations typically lack full-time
professonial management, have limited funds,
and may not be able to deliver services that re-
spond to members’ priority needs. In fact, they
may not even know what their members’ priority
needs are, never having carried out a formal
membership survey.

Umbrella organizations, representing numerous
related associations along the lines of FAGE in
Ghana, can hire professional management and
can lobby effectively for policy and regulatory
reform that affect member associations. With
donor or other external support, they also can
offer other services, such as market research,
training, and technical assistance in production,
postharvest handling, and export marketing.

Associations’ objectives need to be compatible
with their resources. If associations or umbrella
organizations offer multiple services, sources of
funding other than from members will have to be
tapped. Nearly all of these alternative sources
should be regarded as short-term infusions of
funds to be used for capital expenditures, holding
workshops, or providing technical assistance, and
not as funds to be used for activities with recur-
rent costs that the association will have trouble
meeting once external financial support is with-
drawn. Sources of funding beyond member dues
also need to be developed, such as publications,
training/workshops, tours, selected input sales,
and cesses on exports for export associations.

Afrique-Caraibes-Pacifique pour la promotion degmplications for USAID

exportations horticoles) an EU organization that prog
motes the development of horticultural and ornamen-
tal exports from ACP countries to Europe. Although
AMELF leadership is part-time, it is dynamic, knowl-
edgeable, and oriented toward international business.

Lessons Learned

B Trade associations are more likely to emerge i
African countries where the government is ceas-
ing heavy-handed participation in the economy
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Concentration on association development in
African countries where the political environ-
ment is increasingly liberal and where the forma-
tion of associations and other interest groups is
considered an essential ingredient to strengthen-
ing civil society, could be very fruitful.

While USAID may be tempted to provide full-
time management and technical assistance to com-
modity- or industry-specific associations, this is



usually misguided, as it raises member servicdrade associations provide some assistance, but the
expectations to an unsustainable level. Insteadssistance to SMEs is limited due to the small budgets
such assistance is better targetted to umbrelland the often part-time management of associations.

organizations which can provide intermittent, ' I .
i SMEs are not well-served by financial intermediar-
well-defined, and focused TA to member asso-

. o ies in Mali, Senegal, and Ghana, in large part because
ciations. AMIS I, through its industry contacts

o they do not meet strict lending criteria, particularly
and member trade associations, can access the . -

. , i _COllateral requirements. In addition, many develop-
type of high-quality technical and managerial

st . i ; il skills. | ment projects target producer, community-based, and
assistance in a wide array ot special SKilis, N5,y groups in rural areas because the project spon-

:léiltng association development and Managesors pelieve that these groups have more difficulty

than SMEs accessing financial services. Credit ex-

B USAID and other donors can most efficiently tended to SMEs is limited to short-term loans of
gauge the impact and effectiveness of associatiogenerally six months or less; medium- and long-term
services by funding independent evaluations thafinance for investments in plants and equipment is
focus on member satisfaction. Annual membemunavailable to SMEs intending to expand or diver-
surveys should be required for continued donosify.
ts;pport. Qitlr?ately, aSS?C'at'OES should de:/r:alop Given the absence of an integrated package of ser-

el capac[[ryl/ ° carr){tou hmelr('jn berjurvleys q ?milices to agribusiness firms, with the partial exception
Ise vles ork te capaugf.s ould be developed In 8¢ 11p in Ghand,several West African countries are
ocal market research firm. candidates for ASCs which offer financial (debt and

B Association management, including financial equity) as well as other technical and managerial
management, needs to be strengthened. services. Where there is sufficient common need for

B Umbrella associations should be promoted tof!xed assets sugh gs tranqurt, cold stores, or interna-

. . tional communications equipment, these could be
provide affordable professional management ~ )
L L é)rowded by the ASC and shared by SME clients.
when enough specialized associations have been ~ i
developed While an ASC could play a valuable role in many
' countries, ASC sustainability would be in large part
a function of the underlying economic and agribusi-
6.3 SMALL AND MEDIUM ness strengt:: of the countryd, T]edlum- t? Io.ng-terrr:j
ENTERPRISE DEVELOPMENT sector growt pro_spects, an _t e ratio o mlcr_o an
small size enterprises to medium- and large-size en-
terprises.
Key Findings

Lessons Learned

SMEs are the most dynamic and nimble firms that ' . '
could be used to expand NTAEs from West African® SMES require targeted financial support for ex-
countries. However, while their small size allows Pansion or diversification. Dependence on self-

them to be flexible and responsive to changes in the
market, they lack access to finance, technical assis-
tance in production, postharvest handling and export
marketing, sound financial and export marketing man-
agement, and up-to-date and in-depth market intellim
gence (unless they have an established relationship
with an EU importer). SMEs require a great deal of
support, especially if they are planning to export or
expand exports to developed international markets.
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financing limits the amount of capital available
for growth and restricts SMEs’ access to working
capital for procurement, meeting operating costs,
and export financing.

While the African Project Development Facility
(APDF) assisted some firms in Ghana with fea-
sibility studies and preparation of business plans
that can be presented to commercial banks and
potential investors, the APDF can work with



only a few SMEs each year. These SMEs are itor, agribusiness development tends to be suppressed,
reality large formal sector firms in the West no matter how well-intentioned and professional the
African context, and quite a few are agribusines®fforts of individual financial intermediaries. Fur-
SMEs, whose access tquity financing is ex- thermore, a liberal financial sector tends to go hand-
tremely limited. APDF helps African firms obtain in-hand with more open and progressive economies,
intermediate-term debt, but further financial ser-where African countries have implemented structural
vices such as working capital and equity areadjustment programs, liberalized trade regimes, and
required to serve SMEs. adjusted their exchange rate periodically to reflect its
real value. Findings in the West African countries

B SMEs also require additional support beyond fi- _ ) .
selected for this study illustrate these points.

nance. While the TIP project in Ghana effec-
tively provides most other NTAE promotion ser- Francophone financial institutions are conserva-
vices, including production assistance, exportive, risk-averse, and constrained by regional (franc
marketing management training, and support fozone) interest rate ceiling$Loans are concentrated
association development, other important serviceg housing, industry, and other urban-based enter-
are not provided, include market information andprises. Character-based lending or providing loans on
intelligence and technical assistance in postharveshe basis of cash flow are not standard practices.
handling, processing, storage, and packaging. There is some group-based lending to farmer organi-
zations and economic interest groups (GIEs), which
is designed to spread risk and lower loan processing
B A good way to complement APDF and the Ven-transaction costs. Francophone financial institutions
ture Capital Fund (GVCF) in Ghana, is to meetfocus on short-term finance and generally do not
the financial needs of SMEs is through support taextend longer term credit (over one year), while in-
an ASC. In addition to integrating and comple-yestments often take five to seven years to provide a
menting assistance to SMEs provided in larggositive return. There are no domestic sources of
part by TIP, creation of an ASC would lay the equity finance to serve agribusiness investors and

groundwork for ongoing, self-sustaining servicesfirms, especially SMEs intent on expanding or diver-
to SMEs in the post-TIP environment. sifying.

Implications for USAID

B Support to existing SMEs is the best way t0  Ghanaian financial institutions in particular and
generate expanded NTAEs in the medium termanglophone financial institutions in general are far
Donor collaboration to provide SMEs with the more progressive and more willing to loan to
full package of agribusiness support services theggribusiness firms. There is also a recently created
require. ASCs can provide many of these seryenture capital fund in Ghana, which is a first for
vices, as well as access to a local, (i.e., externalest Africa. However, SME NTAE promotion under
to the ASC) network of service providers. As thethe TIP is hampered by the absence of credit lines to
initiating donor, USAID can play an important complement TA and training (provided by TIP con-
catalytic role. tractors, AMEX, and TechnoServe).

The regulatory environment in the francophone
6.4 FINANCIAL SERVICES countries needs to change dramatically if these coun-
DEVELOPMENT tries are to achieve the success promoting agribusiness
development shown by Ghana. The fact that there are
no viable and functioning APDF offices outside of the
regional Abidjan office in francophone Africa is no
A major finding of this study is that financial sector ¢gincidence: financial and monetary policy is made at
policies and regulations are extremely importantihe regional level, and individual francophone coun-
Without a reasonably liberal and open financial sectries |ack the autonomy to make such changes.

Key Findings
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Changing the financial policy and regulatory envi-  cultural development bank loan officers who
ronment is only a start in the process of improving  evaluate clients strictly on the basis of conserva-
financial services to agribusiness in West Africa. Once tive criteria (collateral).
interest rate and other lending restrictions are relaxe(i
it will be necessary to change the risk-averse atti-
tudes of francophone bankers and loan officers.
They will need to be able to assess the risks an® Bankers hesitate to lend to producers because
rewards of medium- and long-term loans to estab- land tenure and title are uncertain in most of
lished firms. Loan criteria need to be driven less by ~ West Africa.
collateral requirements and more by rigorous a”aly5iﬁnplications for USAID
of cash flow potential, quantification of risks, bor-
rower financial performance (rather than just assetsf8 [N some West African countries, particularly
borrower management capability, and the quality of francophone countries, there is a need for USAID
business plans for expansion/diversification. Given ~&nd other donors to first concentrate on liberaliz-
the time and effort required to change the mindsets of Ng and opening the financial sectors. Then re-
bankers in francophone countries such as Mali and moving restrictions on interest rates, capital trans-
Senegal, there may be opportunities to create a spe- [€rS, and credit use will help to eliminate
cial type of ASC—Food and Agribusiness Develop- disincentives to providing financial services to
ment Center (FADC)—that offers financial services ~ 2dribusiness firms.
to SMEs and access to debt/equity inter alia. It may® \When USAID or other donors provide funds to a
be more effective to create new financial intermedi-  financial institution in West Africa, they should
aries to serve agribusiness than to undertake the long 3also train loan officers how to evaluate loans to

and difficult task of changing bankers’ attitudes and  agribusinesses. Donors also should make fund-
retraining loan officers. ing to finance institutions contingent upon the

Strong financial markets tend to emerge where institutions hiring professionals with business
macroeconomic and trade policy regimes are most Mmanagement experience as loan officers to serve
liberal. Proper exchange rate alignment, free-floating ~ dribusiness and other poorly collateralized sec-
interest rates (which can be made high enough to tors. In this way, loan evaluation criteria will
compensate for often high levels of domestic infla- PecOme increasingly based on agribusinesses’
tion), and no restrictions on capital and profitearn- ~ ability to generate revenue and service debt, rather
ings transfers into different currencies are all key to  than exclusively on collateral.

the emergence of healthy financial markets. B In countries such as Ghana, where USAID is
Lessons Learned providing many services to export-oriented

agribusinesses through the TIP project, provid-
ing finance to SMEs through either a financial

intermediary (which could be an existing con-

tractor with a track record such as TechnoServe)
or through a support organization such as an
ASC, would enhance export development.

Finance is an important missing link in the ser-
vices chain provided to SMEs.

B A reasonably liberal and transparent financial
sector, with limited controls and restrictions on
interest rates, foreign exchange, capital trans-
fers, and use of funds, is a prerequisite to suc-
cessful financial intermediation in support of
agribusiness development.

B Agricultural sector and agribusiness investment% 5
and loans are perceived by bankers as more risky’
than loans extended to other sectors in West
Africa. To overcome their resistance to providing®-5-1 ~ Financial Services

loans to agribusinesses, it will be necessary tehe monitoring and evaluation of loan portfolios by
retrain and/or replace commercial bank and agrifinancial intermediary organizations generally attempts

MONITORING AND EVALUATION
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to follow internationally accepted financial and ac-revenues, and profits. This approach requires going
counting conventions. Actual financial performancebeyond a focus only on the cost side of the equation;
of some financial intermediaries, however, leavesanalysts would concentrate on market considerations,
much to be desired, as loan reimbursement rates ae@hanced productivity, output, and returns.

low, the ratio of loans to deposits is high, and provi-6
sions for bad loans are inadequate. Lender leniency in
requiring loan repayment, as in the case of CNCAS'M&E of trade association development in general has
(Caisse Nationale de Crédit Agricole du SénégalPeen poor, in part because quite a few associations
widespread forgiveness of delinquent borrowers on are self-financed or at least not financed by donors.
national scale twice in recent years, does not help th&/hen associations or umbrella organizations are fi-
cause, as borrowers tend to regard loans as outrigh@nced by USAID, their performance is reviewed
grants rather than as financial obligations that must bi@formally periodically and formally under project
repaid with interest. Many ultraconservative, risk-€valuations. There does not appear to be ongoing
averse commercial banks experience high loan repayronitoring of association performance other than
ment rates and a good return on their portfolio, butaking stock of membership numbers and association
their portfolios are typically unbalanced (loans areactivities, however. A framework for the M&E of
concentrated in urban real estate and lower risk imassociation performance and impact was described
port/export businesses), with many of their fundsearlier in Table 3.1.

invested in relatively low-risk/high-yield treasury bills. | assons Learned

Liquidity ratios also tend to be high; that is, they hold
a lot of cash. u

5.2  Association Development

When a donor agency such as USAID provides
little or no M&E guidance to a financial institu-
tion, association, or other intermediary organiza-
tion, M&E will not be satisfactorily carried out.

More detailed information about the composition of
loan portfolios, particularly loans to agribusiness firms,
would be useful for the M&E of financial intermedi-
aries serving agribusinesses. Periodic breakdowns &
agribusiness loan portfolios by loan size, borrower
type/size, and length of loan (short, medium, long-
term) would provide valuable information. In addi-
tion, rigorous M&E of financial intermediation re-
quires tracking the business and financial performance
of assisted firms. If results are disappointing, donors
and financial intermediaries can reexamine the firm’s® Financial institutions tend to monitor and evalu-
business plan, check to see if initial assumptions were ate performance by tracking conventional finan-
borne out in practice, and determine if other support  cijal ratios and measures that apply to their port-
services are required (e.g., TA, training, hands-on folio, rather than on the performance of the
management assistance, market intelligence, identifi-  pusiness that received financing.
cation of new buyers).

In African countries where the government inter-
venes directly and heavily in the economy, M&E
of financial institutions is not a high priority.
Even where broad-based business support orga-
nizations are present in these countries, their ac-
tivities are often not closely monitored and evalu-
ated.

B Neither the impact of association activities on
Finally, it is important for financial institutions to members nor member satisfaction with associa-
hire loan officers who are trained in business man- tion services are effective|y monitored and evalu-
agement. Rather than just focusing on creditworthi-  gted.
ness with respect to conventional and conservative
criteria, these new hires could examine the potentia“npllc"ﬂlonS for USAID
for agribusiness firms to generate cash and hoM Insistence on M&E and the provision of straight-
quickly they would be able to pay back loans based forward guidance for designing, implementing,

on reasonable assumptions about operating levels, and interpreting internal M&E systems to both
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financial institutions and associations that receives a very high priority, and this function could be
USAID funding and TA are essential to the suc-performed by an ASC or other financial intermediary.
cess of financial services projects. Associations need to work closely with such an entity.

B Commissioning independent surveys of the busi- In several countries, where subsector- and indus-
ness performance of clients of financial institu-try-specific association development is well under
tions and “customer” satisfaction surveys ofway, donors can help create umbrella organizations
members of trade associations is vital. that can provide greater lobbying clout on a broad set

B Key aspects of a firm's business performanceOf policy, regulatory, and infrastructural issues. The

that should be examined include how effectivelyIessorl from the FAGE experience in Ghana is that

they use finance, what precisely they do with thedonor's negd to provide several years of TA, traln.mg,
nd financial support, but they should plan to with-

equity/debt, what the results are in terms of*

throughput, employment, sales, profits, return Ondraw funding in phases so that the umbrella organiza-

investment, and debt-to-equity ratio, how WeIItion gradually is forced to generate and rely upon its
firms service the loan. and the increase in nef™V" funds (and hence demonstrate sustainability).

assets and/or share values. 6.6.2 Financial Services Development

B Annual member satisfaction surveys will rate (onThere are two major ways to increase the share of
a scale of 1 to 5 or 1 t010) the quality, effective-credit going to agribusinesses in West Africa. One is
ness, and amount/quantity/frequency of variouso provide loans at multiple levels of leading
association services, as well as rank order mensubsectors, such as cotton in Mali or horticultural
bers’ priorities for the coming year. products destined for export in Ghana and Senegal.

B USAID should help develop and strengthen theLoans.are _provided to.producers for input purchfase,

. to buying firms for buying the crop and transporting

capacity to conduct such surveys within the pri- o i
L . and processing it, and to exporters who require short-
vate sector. Specialized firms may be able, over

time. to take on much of the “internal” M&E that term export financing. In this way, loan programs are

) o dweII integrated and coordinated. Loans to enterprises
needs to be done by financial institutions an i
L at different stages of targeted subsectors work well
trade associations.

where there is an established international market for
the output and where buyers are willing and able to
6.6 GENERAL RECOMMENDATIONS pay hard. currency; hence, the :.jlbility to recover funds
is never in doubt (unless there is a severe drought, for
instance, in the case of a rainfed crop such as cotton).
6.6.1 Association Development Production credit and meeting the working capital needs

Associations are not the solution to all the problem®f buyers, processors, and exporters are both neces-
of SMEs or NTAE development in West African coun- Sary, because agribusinesses in targeted subsectors
tries. If properly managed and reasonably well-fundedoften lack funds for demanding short-term uses. The
associations can meet certain needs, such as lobbyiflpcussion about credit also applies to equity. In sum-
government for policy and regulatory reform andmary, debt and equity can be provided effectively for
infrastructural improvements, and providing manage@n interrelated set of agribusiness activities, where the
ment and financial training to members. Associationginderlying integrating and organizing principle is
do not typically provide finance, however, and theirsubsector development.

influence over financial intermediaries is quite limited. 5 second way to improve the performance of agri-
By promoting a positive professional image and a highysiness finance is by providing finance to a particu-
set of standards for a subsector or an industry, associg; type of enterprise, typically SMEs, along with

tions can indirectly improve member firms’ access tq,iher services (technical assistance in production or
finance. Providing SME agribusinesses with financing
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marketing, training, business planning, export man-
agement, market information, buyer identification/
screening). The package of technical/management
assistance and services is therefore integrated. Sugh
integration is difficult to achieve for a financial entity
because it rarely has much knowledge about nonfi-
nancial services. Another type of agribusiness sup-
port intermediary organization, such as an FADC, i$-
better able to achieve such integration. In fact, the
historically poor performance of credit programs that
are not linked to an integrated package of technical
and managerial services is a strong argument foj.
testing FADCs as a promising innovative approach to
agribusiness development.

6.7.2

1.

6.7 ISSUES DESERVING FURTHER

STUDY

In this section, unresolved issues and knowledge
gaps are identified, and a series of questions are
posed.

6.7.1 Association Development 2.

1. Under what conditions in SSA and other develop-
ing countries have umbrella organizations been
created and played a positive role in promoting
agribusiness development? What services can they
provide effectively and what services are they
unable to provide to member associations? 3.

2. Based on USAID experience worldwide, how
should association services be most effectively
scaled to association resources? Which services
should receive funding priority and under what
conditions? What are the implications for how
much financial and other support (i.e., what pro-
portion of total association funds) USAID should 4.
provide to weak or newly created associations?
What sources of funding have been developed
beyond dues and donor support?

3. What is the role for “commercial” associations
that sell inputs to members and market their out-
put (especially for micro and small enterprises)?

4. Which types/size of firms should associations
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focus on recruiting as members? Can large and
small firms be well served by the same associa-
tion?

How should member dues or contributions be
set: on the basis of sales, total revenues, employ-
ment, or some other criteria?

How can associations most effectively represent
an industry or subsector to financial institutions?
Under what conditions might an association be
used as a financial intermediary?

How can associations work most effectively with
an agribusiness service center such as an FADC?

Financial Services

How can financial, managerial, and technical ser-
vices be most effectively and efficiently integrated
into a single entity that is targeted on a specific
high-opportunity subsector or firm type? How can
a broad base of financial, technical, political, and
“network” support be developed for such an en-
tity?

Is the positive transformation of ADB in Ghana
transferable to financial institutions in francoph-
one countries? How can financial organizations
that have not served agribusiness be made to
change their orientation, attitudes, and perfor-
mance?

Are conventional financial organizations such as
agricultural development banks and commercial
banks the best vehicles for channeling equity and
long-term debt to agribusiness firms that seek to
expand and/or diversify? What other intermedi-
ary organizations might be created to meet these
needs?

In francophone countries with a poor track record
of financial support to agribusiness development,
what is the recommended sequence of corrective
actions? Should donors focus initially and exclu-
sively on financial sector policies, regulations,
and investment climate? Or should alternative
intermediary organizations be created to service
agribusiness? Is it possible to overcome percep-
tions of agribusiness as risky and anti-agricul-



tural sector attitudes in a reasonable time perioda.

What has been the performance (independent of
loan repayment) of micro-firms or groups that
have received credit through an association, pro-
ducer group, or economic interest group? Have
these entities generated more income and profit?
Has loan repayment been funded out of increased
earnings or from some other source (sales of
assets, cross-subsidization from another enter-
prise)?
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How do regional financial and monetary policies
and regulations affect agribusiness finance in fran-
cophone countries? What is the scope for chang-
ing restrictive practices, such as interest rate
ceilings, in the short to medium term? Should
credit programsnot be funded in francophone
countries where financial system constraints make
decapitalization over the long-term unavoidable?
Should donors focus only on providing debt and
equity to selected SMEs that meet a rigorous set
of criteria?



/. Key Southern Africa Findings

While the Southern Africa research addressed all abn assistance, an institution that offersititegrated

the key focus areas of thinnovative Approaches (finance, TA, and management services) services
activity, it placed special emphasis on SME Developnecessary is needed, especially one that has the sup-
ment and NTAE Development. Therefore, these topport of the larger exporting firms.

ics are covered in more detail than the others. When an NTAE development project is mature

enough for project management to understand which
subsectors have thbest potential to support their
objectives, managers should have the flexibility to
target some of their resources on these sectors.

7.1  NON-TRADITIONAL
AGRICULTURAL EXPORT
DEVELOPMENT

NTAE projects with SMEs as the primary benefi-

Two major constraints to NTAE development are thefolzgthsehnc;u_ld include services that help SMjgén

shortage of entrepreneur working capital and a poor
transportation system. Other important constraints arl Share expensive fixed assets.
poor performance of the customs service, inadequaﬁ
and inconsistent enforcement of tax laws, and exces-
sive customs duties on inputs that are to be reeX Consolidate output, at least at the local level.

ported. B Establish linkages with larger exporters to market

Sources for working capital and reasonable cost their output.
debt should be made available to NTAE project beng Negotiate subcontractor or outgrower relation-
eficiaries, either by an NTAE development project ships, especially for lower technology/higher la-
itself or from members of the project’s support net- |, requirement products.
work. Financial services are especially important for
SMEs interested in NTAEs. Reasonable cost debt is FOr €xample, chances for the financial success of

very useful for non-integrated entities, since they ar&'arketing projects involving small-scale producers
capturing a limited amount of the total availableWould be improved if there were a joint packer/small

margin on a product, and for firms that are not difarmer—owned center in a growing area that was re-

rectly exporting and therefore do not have access @P°nsible for land preparation, spraying, TA, output
debt at offshore rates. consolidation, cold storage, and transport. However,

_ _ . this type of project must ensure that when large ex-
Two very important enabling environment COMpO-rters are buying from small producers or their rep-
nents that NTAE projects should focus on are: (a)agentatives (e.g., an SHG), or from SME middle-
transportation, both domestic roads and ports/airporig,enwholesalers, that all participants understand the
as well as freight rates, especially air freight, and (b} 55is for establishing prices and terms. This may
optimization and proper enforcement of CUSIOMS aCrequire donor assistance for communication materi-
tivities, including quick clearance of outbound goods,g and meetings to explain the basis for pricing and
and low/no duties on imported raw materials that are o gifferent terms, as well as to determine how price
used to produce goods that are reexported. setting can be made transparent on an ongoing basis.

Because support to SMEs for NTAE development 1 experience of several southern Africa exporters
requires considerable, diversified, and ongoing handsy gicates that although the EU is a large market for

Purchase inputs jointly.
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NTAEs, there also are viableegional NTAE mar-  cant than technical skill shortages and make it very
kets, and other available non-African NTAE marketsdifficult for an entrepreneur to manage business in a
such as the Middle East and Singapore. Thereforeyay that enables repayment of financing.

projects should investigate, and where viable develop, , ,. ,
o X i . Microenterprises, SMEs, and even local govern-
the less difficult to serve regional and medium-size

‘ ket wunit Il for SME ment entities find it difficult to pay for the full cost of
eXport market opportunities, especiatly for eX'business advisory services, especially those where

por.ters. AIS?’ local markets should be_ .ass.essed f?ﬁe provider is not able to leverage expensive staff.
their potential as outlets for off-specification and

excess production so that at least some value is SME development projects move fastest when do-
recovered forall production. nors work together, pooling their resources and agree-

ing on common procedures. Such donor coordination

Innovative entrepreneurs with an intimate knowl- . .
means that applicants must satisfy only one set of

edge of locally available raw materials and a reason-__ . ; .
9 y requirements (i.e., fill out only one set of forms).

able understanding of international markets can ofteQ\/hile all donor agencies must be accountable for
develop good NTAE business propositions. Some otfheir own resources, they must not encumber the

these propositions deserve further evaluation, eSp(?’a'nterprises they assist with “home port” criteria. There-

cially where they can have a significant broad-basegore whatever the individual donor requirements

local impact. A donor-supported mechanism is need_ej‘%)intly funded projects must havene set of perfor-

to finance, most likely on a matching grant bas'smance criteria that all donors agree to use.

(which would be recoverable if the project became
successful), the assessment of such propositions.  If SME entrepreneurs must work with several dif-
o ) , ferent institutions rather than one institution to obtain
Rehabilitation of NTAE industries (e.g., the cashew,, . . . .
their business support needs (e.g., financing, TA, and

and coconut industries in Mozambique) that were . . .

i ) o managerial advice), the burden on them is much

once quite large is of great economic importance but .

: o _greater, paperwork much more complicated, and co-
will be very costly and require joint and well-coordi-

) ordination problems much (e.g., inconsistent require-
nated efforts by donors, the government, private sec- . . .
o ments) more likely. Therefore a fully integrated project

tor participants, and producers. . . . .
that provides financing, TA, and management assis-

tance is needed.

7.2 SME DEVELOPMENT In environments with very few models of success-
ful private sector enterprises a SME development

Many donors believe that very limited equity availabil- program tha.t I_mks new. en.trants to the few successful
é:urrent participants will increase the rate of SME

ity and undercapitalization are the major constraint )
development by creating more models and mentors.

to SME development. However, inadequate infra-_~. ) i : ,
. his would include subcontracting relationships and
structure (especially power, telephones, and roads-)r,

high duties on imports of processing inputs, lack 01pthervery localized SME development activities spon-

access to finance (to pay for needed imports), poo.srored by successful large private sector firms. There

. ) . . iall$ also a significant need for SME cost competitive-
local business services and input supplies (especial

packaging), and competition from imports that oﬂenr¥ess enhancement, possibly via training or mentoring

o . . . by successful entrepreneurs. However, without donor
come in without duties are also important constraints

assistance it will be difficult to achieve significant
to SME development. ) )
tonnage sales via SME linkages/outgrower schemes.
Entrepreneurs’ and managers’ lack of experience ) )
. . N Projects that effectively and successfully support
and management training are major constraints in the

. . Flients, especially SMEs, at a reasonable cost may
early stages of private sector development, especial

to SMEs. These constraints are usually more signifil-%/ave difficulty "graduating” these clients as they con-

tinue to have a need for business services as their
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companies expand and face new challenges. TurningSME exporters find it very difficult to gather the
these more developed clients over to qualified localechnical and market information needed for success-
consultants would enable the project to expand itful development of NTAES; grouping themselves into
coverage and reach (i.e., serve new, younger SMEssociations makes this much easier. However, the
clients). However, the more developed the clientability of producer-based associations to provide
especially if they are exporting, the more sophistisnembers with the needed production, and especially
cated their consulting needs, and local consultants ipostharvest, services will likely depend autside
these environments are unaccustomed to providingupport.

pragmatic business services, especially regarding support forintegrated producer/packer/ex-

ongoing operations. Therefore, a donor can effec- L )
porter associations seems to be a viable way to over-

tively leverage its resources in these circumstances
come the tendency for producers to focus only on

by developing local business consulting capacity, an%roduction—related functions. Donor support should

local consultant training should be a.n ongoing comzso help exporters gather the technical and market
ponent of an SME development project. . .

information needed for successful development of
An institution that helps entrepreneurs prepare &TAESs, and should provide management and finan-

financing proposal and then helps them operate thedaial training for association leadership.

business in a manner that ensures financing repay- . . .
) . ) Lo A well-organized and well-managed multi-associa-

ment/increasing share values will make a S|gn|f|can¥. . L .
jon structure, with an umbrella association as its

contribution toward stimulating more new SMEs and . .
apex unit, can improve the performance of the asso-

the growth of existing enterprises. Therefore, there is. _.. L -
. Ciations and significantly enhance association devel-
a strong need for USAID to sponsor an activity to

. _opment project leveraging.
help develop and package proposals and business

plans for entrepreneurs seeking financing. This could New associations must achieve a detailed under-
be accomplished via training support and mentoringtanding of members’ priority needs and develop
for local entities interested in providing this service,highly efficient programs to serve theghestpriority
possibly modeled after USAID-supported trainingn€eds. Because of limited resources, new associa-
provided to loan officers of the Africa Developmenttions must focus onfew, high-positive-impachem-
Bank’s (AfDB) new private sector development unit. ber services. Donor support to new associations should
Donor-provided special funds to help SMEs apply foffocus on these considerations.

equity investment and to develop local business ser- NTAE association group lending schemes often do
vices capacity represents a partially integrated apsot require large amounts of capital because mem-
proach to SME development. bers’ export volume is usually quite modest. Proper
cash management techniques will help reduce the
amount of working capital required. Therefore, asso-
ciation-sponsored and donor- supported group lend-
ing is a viable way to overcome members’ financing
Past problems with government control of cooperaeonstraints. However, the sponsoring donor must help
tives makes it difficult to organize producer-basedhe association management to develop and adminis-
associations. Also, members of producer-based asster the group lending program, especially follow-up
ciations tend to want to focus on production and nobn borrowers.

to bother with processing, marketing, or other non-

production functions. The key to success for all assd-
ciations is the professionalism and quality of man-/-4 FINANCIAL SERVICES

agement, and the competitiveness of members.

Therefore, leadership and financiedining are very Lack of entrepreneurial experience, a shortage of
important to the success of association managemergquity, poor bookkeeping practices, and the lack of

7.3 ASSOCIATION DEVELOPMENT
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know-how to develop satisfactory financing propos-agement team of a financial services entity needs to
als and the associated business plans are major cdre involved with either krge single fund/institution
straints to financing agribusiness SME ventures, andr several funds/institutions to spread the high cost of
limit the ability of donors to disburse developmenttheir services and keep the cost from being a burden
finance to these firms. on any one project. Given the cost of high-quality

Because equity/collateral limitations are the majorfund managers, a regional fund (debt and equity)

initial constraint to both micro and SME formation in would enable better leveraging of management.
emerging private sectors, projects that allow sweat The lack of debt financing and entrepreneur equity
equity (equity credit for labor) and in-kind contribu- are both important constraints to the success of
tions to equity by entrepreneurs will help offset thisventure capitaprojects. Other important factors that
constraint, although they cannot eliminate it. limit a venture capital fund’s ability to invest its
Difficulties in identifying investable projects, not av.allila.ble resources inclgde entrepreneur lack O_f fa-
miliarity and comfort with the concept of equity

the lack of finance, is the major constraint to donor- tal. inad ; dkeeni " the lack
supported financial services projects focused on gmgaP!al, thadequate recordkeeping practices, the fac

) . . . . of buyers for shares of firms the fund has invested
development; that is, the lack of investable ideas is a o . .
i : . . In, and restrictions the fund may have on client size,
greater constraint than the lack of available financing, ’ i e )
business sector, or owner nationalitdigh-quality
Loan officer knowledge of the geographic area, thenanagement and support from a donor whexise-
references of the borrower, and the business beingenced with business development and finance in
financed is essential for financing provided on basegeveloping countries will make a major contribution
other than collateral. Lending on criteria other thano the success of a venture capital project. New
collateral also requires specially trained loan officersyenture capital projects should investigate the experi-
preferably with knowledge of the market their cus-ence of other USAID venture capital projects, espe-
tomers want to serve. This neighborhood networking;iauy in SSA, before finalizing a design.
approach for screening small loan applicants works, _. , ) ) .
. L Financial services alone will not stimulate eco-
and can be especially effective in rural areas where devel ; h imsearatedsi -
everybody knows everybody. Checking the veracitynomlc e_vle opr;ten has_ mluc it gra e_:rhlna?ua, hil
of project proposals, especially as related to markel o 2derial, an . ec_ .nlca assis anpe. . ere ore,.w e
. . Jeasonable availability of funds will stimulate micro
share assumptions and the marketing plan, and han s—d SMEF tion TA and ‘ ist
on mentoring and oversight managemetiter fi- ar_1” b o(rjmz :conth arl rl:anagemer; IaSSIS ance
nancing are critical to the success of an investmen\{yI € heeded for them o be successiul.
particularly in rural areas and in agribusiness. For optimal effectiveness and efficiency as well as
Financial development projects that require thefor maklggf_the r_ntl)s_t trapld dp_rogrese?f[lstlng WZ”; K
borrower to have a low debt-to-equity ratio will find managed financial in erme. 'anes with a good frac
record (when they are available) should be used for

few investable projects available in private sectors q ted orivat tor devel ¢
that are in the early stages of development. Flexiblg S\ donor-supported private sector development pro-

instruments such as convertible debt and income note%fams'

along with loan officers who have a good understand- Cooperation among donor-supported debt provid-
ing of the applicant’s business, will help reduce thisers, equity providers, and TA projects with similar
constraint. objectives would prove beneficial and should be pur-

. . . o . . sued by donor-supported financial services projects.
Financial services organizations working viéttger y PP proj

borrowers (e.g., APDF) can afford to carry out more Keeping smallholder transaction costs low and re-
complete feasibility studies, have less difficulty sourc-payment ratios high is difficult even for well-man-

ing funds, and incur lower transaction costs as aged institutions. Group lending via intermediaries
percentage of financing value. Therefore, the mangsuch as NGOs) appears to be one way to control
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these costs. The optimal group size for group lending M&E for donor-supported venture capital funds
is 10 to 25 members. Group lending can also helghould be based on financial performance of the fund
overcome collateral problems based on communalnd its investments as well as on the number of new
land ownership. Community-based group lendingnvestments assessed. In the long term, the ability to
programs are an alternative to local traders’ control o$ell investments at an acceptable price is also impor-
commerce, cash flow, and informal lending (i.e., whereant.

the Ipcal trgder extends credit for daily nece§S|t|es Group lending project M&E considerations should
and is repaid from the farmer’s harvest). But, in so-

include unit transaction costs, the repayment rate, the

C|et|_es evol_vmg frgm socialist models, _SUCh grourJsustainability of the credit entity, growth in the capi-
lending projects will be successful only if accompa-

i i . tal base of entities, and the savings rate of the group’s
nied by borrower education and training. members/clients

7.5 MONITORING AND EVALUATION 76 GENERAL RECOMMENDATIONS

The more effectively managed the organization the;A formal and ongoing SSA-wide information ex-

more specific its M&E programs will be. change should be established on agribusiness devel-

Separating an agricultural bank’s development acepment lessons learned and on the implications for
tivities from its commercial activities will enable better USAID project/activity design and development.

monitoring and evaluation of the development activi- The Tobacco Development Trust in Zimbabwe is a

ties. In addition, it will be easier for donors to work ) .
. L good model of cooperation between commercial farm-
with the new development-focused entity since the)é
rs, communal farmers, and the government, and

will both have very similar objectives. .
merits further assessment.

The M&E used by most local PVOs involved in . N . —
i ) . . ) Effective staffing is absolutely essential to a project’s
MSE financing projects is informal, but includes the : .
success. Professional management and a strong inter-

number of proposals screened, number recommended, . . . o .
est in localization of most operating positions will

for funding, amount of funding approved, the SUCCESZ hable agribusiness projects to get off to a solid start.

of funded enterprises, and measures of the continuq_(fl . . N
. ) iring higher level counterpart and local staffing first
satisfaction of and support by donors.

will enable more local input into design refinements
Donors other than USAID usually do not use macrand lower level staff selection. Africans from other

measurements to monitor and evaluate the impact @buntries may be able to supplement the supply of

their activities or projects. local agribusiness managers while locals are trained

C and gain more experience.
Implications

M&E for agribusiness development projects must be Improvements in government industrial policies can

focusedoredominantiyon commercial measurements be best accomplished with significant input from the
for boththe development entity and its clients. private sector, especially when a country is evolving

from a parastatal-based economy.
M&E for TA and business consultancy develop-

ment projects should include the number of managets
trained, number of consultants trained and certified7 .7 |ISSUESDESERVING FURTHER
the extent to which training and consulting fees cover STUDY

actual costs, the success of clients’ businesses or
associations, the increase in the number of a client’lg|

. . ow can the success, future prospects, and specific
employees, and the amount of financing sourced for .
clients agreements of apparently functional outgrower and
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subcontractor schemes (e.g., in the Arusha/Moshi How can the success of CARE’s high-potential and
area) be further assessed? very innovative “village trader” project in Zimbabwe
. . he best monitored and evaluated by USAID?
Why do Tanzanian cashew producers receive a

much higher portion of the export value per kilogram
than do producers in Mozambique?
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8. Opportunities for High-Impact
Researchand Analysis

Based on the results of the fieldwork and secondarwomen? What are the specific circumstances and
research as well as on the analysis completed for thmethods for developing sustainable outgrower
Innovative Approacheactivity, there are several top- schemes, especially for specialty NTAES?

ICS that. represent oppgrtupltles for high-impact re- What are the advantages and disadvantages of a
search in support of agribusiness development. There-

vertically integrated (producers + processors + ex-

fore, follow-up applied research is recommend on the . . . .
porters + service providers in a given subsector) as-

topics listed below. The topics are presented in the . .. . .
) i . o Sociation and under what circumstances is it the op-
order of their estimated potential for positive impact,.
o timal approach to subsector development?
on USAID agribusiness development programs, as
viewed by the participants in thénnovative Ap- How can the current and anticipated skill needs of
proachesactivity. agribusiness be communicated to local agricultural

and business schools and how can private sector lead-
ers play a more active role in curriculum develop-

8.1 COMPARATIVE ASSESSMENT ment and teaching?
OF AGRIBUSINESS OPERATING ) . .
LINKAGE OPPORTUNITIES This activity would assess the results, opportuni-

ties, challenges, and trends associated with project
) ) and business operations linkages. The deliverable
(_)ng of the more mportanlnngvatwe Appr_o_aches_ would be a report that describes the highest potential
findings is that very substantial opportunities eX'Stimpact linkages, the specific circumstances where
for enhancing the impact and return on resources %ey are most applicable, and the recommended ap-
US’_A‘ID private sector and agribusiness deveIOpmer\Broaches for establishing and sustaining the linkages.
prOJe(?ts through thg development and sustenan.ce %e research would be based on private sector devel-
effect|_ve operating Imkgges. Examples of such IInI('opmentlinkages, but the suggested applications would
ages include the following: be focused on agribusiness development.

B Subcontracting between large agribusiness firms

and SMEs 8.2 SUCCESS STORIES IN SSA

B Qutgrower arrangements between exporters and/ AGRIBUSINESS DEVELOPMENT
or domestic processors and producers

B Mentoring by managers of large agribusiness firm&here seems to be a lack of appreciation by USAID
with entrepreneurs from agribusiness SMEs  management, and especially USAID sponsors, of the
benefits that can be derived from agribusiness devel-
opment. One reason for this may be the lack of well
B Extension/R&D - private sector - donors coop-documented and presented descriptions of the results
erative project implementation of USAID agribusiness projects and activities.

Questions to be addressed include the following: Therefore, this activity would develop special pre-
How can the potential be optimized for outgrower/se”tations on the most significant benefits of USAID-
contract grower schemes on the model of the Silk angtPPOrted agribusiness activities and projects and
Vanilla projects in Uganda, schemes that have sudackage them for both internal USAID use and for

cessfully reached out to both small farmers and/S€ as public relations (external) documents. The
analysis of these projects would be objective but

B Vertically integrated agribusiness associations
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would focus on the direct and indirect benefits. Fordocumented report on the merits of a fully integrated
the internal presentation an input/output assessmemérsus a single service or multiservice (but less than
would be included that would assess the actual anfdll service) approach to agribusiness development,
potential comparative return-on-resources fromand recommendations on the optimal design of a
agribusiness versus other types of developmerttigh-impact project that yields a high return on re-
projects. sources.

The methodology would involve reviewing project

assessments/evaluations, analyzing the projects prg-4 TRENDS AND PROJECTIONS IN

filed in the Innovative Approacheactivity from a THE EU MARKET FOR NTAES
different (most positive results) perspective, and dis- FROM SSA

cussions with agribusiness project managers in Wash
ington and at the Missions.

As USAID and other donor investments in SSA hor-
ticultural export projects have proliferated, how have

8.3 ASSESSMENT OF THE international markets, particularly in the EU, changed
COMPARATIVE IMPACT OF and how will they change in the near future? More
INTEGRATED VERSUS NON- important, how can SSA exporters optimize their
INTEGRATED AGRIBUSINESS NTAE plans, and therefore success, in the next three
DEVELOPMENT SERVICES, to five years, based on projected market require-
WITH RECOMMENDATIONS FOR  ments, the emergence of tough competition from other
AN OPTIMAL APPROACH developing countries, and a perceived saturation of

key markets? In answering these questions, it is nec-
essary to examine the depth, magnitude, and nature of

One of the strongest recommendations of Iti@o- i
. S oo demand for selected flowers and off-season fruits and
vative Approacheactivity is that agribusiness devel- ) . .
vegetables in the EU and project market opportuni-

opment services should be offered in a highly inte-

grated, one-stop-shopping format. This propositior%'es and threats. This would be based in part on ex-

needs further support and development. Therefore %mmatlon of trends in trade prices, market channels,

more detailed, focused assessment of the strengtHglumes’ and market shares by major EU importing

. codmtry. More important, the research would require
and weaknesses, successes and shortcomings, an

. . In-depth, structured interviews with a sample of ma-
comparative impact and return on resources of inte-

grated versus non-integrated private sector develoff—)r EU importers, wherg expert judgments would b,e
ment services is called for sought. Such an exercise could be broadened to in-

clude other commodities, such as tropical products,
This analysis would be accomplished by perform-spices, essential oils, and other NTAEs. If this is
ing a detailed review of partially integrated versusfound to be of significant value to SSA Missions it

single service projects with a concentration on impac¢ould become an annual survey of key EU importers.
and benefit/cost analysis. The focus of this activity

would be on agribusiness development projects but In agribusinessexport promotionprograms, do-

would include any private sector development activ'0"s and implementing agents require periodic feed-

ity, especially those focused on SMEs. The geographi%aCk and input from key destination country import-

scope of the secondary, Washington-based, and teler>" This can be done through the above surveys of

phone research portion of the study would be gIobaﬁeIeCted importers in target high-income and regional

The primary research would be focused on SSA. Th(ranarkets. These surveys will emphasize factors that

. . . . are critical to exporter success, such as the quality and
Innovative Approachesntity profiles provide a use- - ! X

. i . reliability of agricultural product shipments, the per-
ful starting point for this research.

ceived reliability of various countries’ exporters, their
The deliverable for this activity would be a well- responsiveness to importers’ desires and feedback,
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and how the products of particular exporting coun-government entities (including universities and devel-
tries in SSA compare to those of key competitorsppment banks), and linkages with PVOs/NGOs.

particularly those in North Africa, Asia, and LAC. Therefore, this activity would assess the results of

Importer surveys could be carried out most effeca broad range of leveraging situations used US#ID
tively by a centrally funded project such as AMIS Il. by other donors;analyze leveraging opportunities,
Obtaining core or Africa Bureau support would bechallenges, and benefits with potential partners; and
necessary, rather than trying to raise funding throughecommend the leveraging opportunities that have
the buy-in contributions of numerous USAID Mis- the best potential to significantly increase the impact
sions, which would be difficult and time-consuming of USAID private sector and agribusiness develop-
to coordinate. ment projects. This activity would focus on project

The basic output for such a project would include:deSIgn considerations.

B Forward looking bases of competition in the EU

market for selected SSA NTAE 8.6 ASSESSMENT OF THE NICHE
) » MARKETS FOR SSA SPECIALTY
B Comparative competitive assessment by export- NTAES

ing country - using the basis of competition

B Important EU market and general marketing conpne of the lessons learned from tiimovative Ap-
ditions and trends (including free trade agreeproachesactivity is that it is quite difficult for SMEs
ments) and the implications for SSA exporters o participate in NTAEs, particularly via direct ex-

B Resultant threats to SSA NTAE exporters porting (versus sales through a larger exporter). The

Vanilla and Silk projects in Uganda and the prelimi-

nary success of specialty export efforts in Madagas-

B SSA NTAE export strategies to overcome thecar and Arusha, Tanzania indicate that there may be
threats and capitalize on the opportunities in theignificant potential in niche or specialty products
EU market produced, processed, and possibly marketed by SMEs

and/or SME associations. Examples of these spe-

cialty crops/products include seasonings and spices,

8.5 OPPORTUNITIES FOR specialty oils, organic vegetables, and dried chilies.
LEVERAGING SCARCE USAID

AGRIBUSINESS DEVELOPMENT Therefore, an activity with considerable merit would
RESOURCES be to investigate in detail the success and conditions
for sustainability of specialty or niche market busi-
o ) nesses involving small- and medium-size producers
USAID'’s resources are becoming increasingly scarce

T and SME processor/exporters.
and therefore USAID must leverage its limited funds

to achieve optimal private sector and agribusiness
development project results. Based on the findings @.7 OPTIMAL DESIGN FOR AN

B Resultant opportunities for NTAE exporters

the Innovative Approacheactivity, one of the best ONGOING SYSTEM TO GATHER
ways to accomplish this is to include other entities in AND REPORT THE LESSONS
the design of USAID-led projects. This will enable LEARNED AND IMPLICATIONS
USAID to act as a catalyst, drawing other resources OF AGRIBUSINESS

into projects in areas it wants to develop. The resulting DEVELOPMENT PROJECTS IN
synergy will produce a much more effective result SSA

than an independent approach.

Examples of such leveraging include: multi donorlnnovative Approachesesearchers were surprised
projects, private sector alliances, cooperation witho find that USAID agribusiness project managers
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had minimal information on the success and shorttions from one USAID (or other donor’s) project are
comings of similar donor-supported projects. Theyreviewed and discussed on-line monthly. An entity
therefore were unable to incorporate lessons learnesich as AMIS 1l could (a) profile the project, in
and implications from these similar projects into thecooperation with the implementing entity, (b) suggest
design and implementation of their projects. This lacldesign and implementation lessons learned and im-
of familiarity with similar projects is especially true plications, and (c) ask for comments from USAID
for non-USAID projects. managers interested in agribusiness development.

USAID tends to monitor and evaluate only

subsector-level aggregates (overall trade statisticg) g METHODOLOGY FOR
rather than the business performance of firms assisted IDENTIEYING THE HIGHEST

by a project. Positive trends in export volume and POTENTIAL AGRIBUSINESS
value data are one set of performance indicators, but SUBSECTORS
they may reflect other factors, such as macroeco-

nomic changes (in exchange rates, interest rates) qr . .
) 9 (. 9 ) %nother recommendation derived from tlh@&nova-
favorable international market developments.

tive Approachesactivity is that most agribusiness
In-depth monitoring of the business performancedevelopment projects identify the highest opportunity
of assisted firms is usually resource intensive. Theresubsectors in a given country or region and focus
fore, rather than monitoring large numbers of clienfproject resources on those subsectors. A high-oppor-
firms, it is advisable for experienced senior analyststunity subsector focus will result in the highest yield
preferably those with international business experion scarce resources. The challenge is in how to iden-
ence, to conduct a limited number of case studiesify the highest opportunity subsectors. This is a func-
using multiple visits (at least annual visits). The casetion of the comparative assessment of (a) markets, (b)
need to be selected to reflect thenge of assisted competition, (c) natural and human resources, (d)
firm sizes, commodity subsectors, and firm require{evel of base technology and know-how, (e) support
ments for assistance or project-provided services. services and institutions, and (f) other factors. A

The Innovative Approachesctivity has begun the methodology needs to be developed to help project

process by doing case studies on firms and associBI-anners and managers identify the highest opportu-
Enity agribusiness subsectors. This methodology would

tions assisted by donor projects. This type of M&

needs to be continued for USAID agribusiness projectgraw upon Rapid. Appraisal techniques, market re-
in SSA and elsewhere. By providing sucbgular search, comparative advantage assessment, and poll-

feedback to Missions that are implementing agribusii_ng of current and potential participants. Forecasting
chnology would be used to anticipate the compara-

ness development projects, and by synthesizing ket\? ‘ ) .
findings and lessons learned across countries, indullYe Penefits of promoting the various subsectors.
tries/subsectors, and project types, AMIS Il or an-
other contractor could help USAID the quality andg g OPTIMAL METHODS

effectiveness of the design, implementation, and moni- OF INCREASING THE

toring and evaluation of USAID’s agribusiness port- INVOLVEMENT OF THE

folio in SSA. PRIVATE SECTOR IN DONOR-
A methodology needs to be developed to generate SUPPORTED AGRIBUSINESS

an ongoingflow of usefulagribusiness development DEVELOPMENT PROJECTS

project/activity analysis, lessons learned, and impli-

cations. One way to implement this is to establish aprijvate sector agribusinesses’ contributions to the
agribusiness development bulletin board on USA'DdeS|gn and implementation of donor-supported agri-
E-mail where the lessons learned and the implicapysiness projects can significantly increase the ben-
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efits of such projects. Successful agribusiness firmdium and large versus micro and small enterprises,
can help enhance agribusiness projects, and mechacluding a benefit/cost analysis.
nisms should be developed to facilitate their involve-

. Developing detailed case study material could prove
ment.

quite useful in this respect. Case studies would exam-
This activity would therefore assess where, whenine instances where:

and how private sector agribusiness managers ha\ie

been involved in agribusiness projects, how that par-

ticipation has been most successfully facilitated, and

how agribusinesses can be most effectively involved

in project design and implementation.

Microenterprises act as subcontractors to ex-
porting SMEs, providing inputs, intermediate
(semiprocessed) goods, or selected, labor-inten-
sive services (e.g., rural assembly of produce).

2. Microenterprises are able to export NTAEs to
niche markets, most likely by consolidating ship-
8.10 OTHER RESEARCH ments through an intermediary organization such
OPPORTUNITIES as a PVO/NGO or exporter willing to play a
coordinating role.

The following are lower impact potential activities. 3. Microenterprises provide services, unrelated to

8.10.1 Comparative Impact of Providing agribusiness exports, to SMEs, such as uniform
Support to MSEs versus MLEs cleaning, waste removal, building maintenance,
operating a canteen, courier/messenger services,

There is little evidence that microenterprises are able
to export to high-income markets. Medium- and large-
size firms have the scale, sophistication, knowledge, These case studies could help clarify the compara-
and access to key support services to expand expotige role for MSEs versus MLEs in agribusiness de-
of NTAEs and other agribusiness products. An im-~velopment.

portant programmatic issue is whether_USAID shoulch_lo_2 Assessment of the Role of Agribusiness
support only micro and small enterprises to expand
agribusiness exports; or should USAID seek a bal-
ance that stimulates broad-based participation, and at
the same time helps develop medium and large firm&he potential of promoting agribusiness as a means to
who have a realistic opportunity to have a positivestimulate agricultural production, enhance food secu-
impact on total agribusiness sector growth and/ofity and improve the cost, variety and convenience of

NTAEs. These firms could then function as modelsonsumer and beverage products is not sufficiently
and linkage partners for SMEs. understood by donors. This activity would develop a

) o clear rationale for agribusiness development and dem-
What is the best and most efficient way to measurg <t ate its “vital link” role in the food chain

the full social and economic impact of support to me- o
dium- and large-scale enterprises? If economic devef-10-3 Ro!e Of Market Information in
opment objectives are to increase broad-based in- Agribusiness Development

come, employment, and foreign exchange generatiofyow effective is most general market information?
this may be most efficiently achieved through supq arge firms say they do not need or use it, and small
port to medium and large firms. There is a need t§yms say they do not know how to use it. This
address criticism of such assistance to larger firmsesearch would develop effective ways to measure
however, which is perceived as providing assistanCge yse of market information versus the cost of

to those who do not really need it. To respond to thi%)roviding it, especially by type of information and
criticism would involve determining the comparative yype of user.

primary and secondary impact of support for me-

and such.

in Stimulating Agricultural Production
and Enhancing Food Security
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8.10.4 Analysis of the Most Relevant NTAE promotion programs, and research-based lob-

Agribusiness Interventions for the bying on policy and regulatory measures. The key
Various Stages of Economic guestion is: Which interventions are preferable under
Development which level of development conditions?

Both trade associations and FADCs received heav§.10.5 Role of Commercial Associations in
emphasis as high-potential interventions in this activ- Agribusiness Development

ity. Useful applied research could indicate tievel- . L .
Can commercial associations be used to improve

opment conditionander which one or the other is the . . .
terred lead int tion b q Thi input supply, replacing outmoded state or cooperative
preferred (or leading) intervention by a donor. 'Schannels? This activity would conduct an investiga-

exercise could be part of a larger research activity %flon into how commercial associations can be devel-
the sequen(.:mg,. coordlnatlor.m, apd mterplay 9f oped and supported to function as middlemen be-
several agribusiness promotion interventions in tween MSE producers and exporters, thus enabling

a developing country or transitional economy . . -
. . L some economies of scale and balancing negotiating
including food distribution system development,povver
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8. Opportunities for High-Impact
Researchand Analysis

Based on the results of the fieldwork and secondarwomen? What are the specific circumstances and
research as well as on the analysis completed for thmethods for developing sustainable outgrower
Innovative Approacheactivity, there are several top- schemes, especially for specialty NTAES?

ICS that. represent oppgrtupltles for high-impact re- What are the advantages and disadvantages of a
search in support of agribusiness development. There-

vertically integrated (producers + processors + ex-

fore, follow-up applied research is recommend on the . . . .
porters + service providers in a given subsector) as-

topics listed below. The topics are presented in the . .. . .
) i . o Sociation and under what circumstances is it the op-
order of their estimated potential for positive impact,.
o timal approach to subsector development?
on USAID agribusiness development programs, as
viewed by the participants in thénnovative Ap- How can the current and anticipated skill needs of
proachesactivity. agribusiness be communicated to local agricultural

and business schools and how can private sector lead-
ers play a more active role in curriculum develop-

8.1 COMPARATIVE ASSESSMENT ment and teaching?
OF AGRIBUSINESS OPERATING ) . .
LINKAGE OPPORTUNITIES This activity would assess the results, opportuni-

ties, challenges, and trends associated with project
) ) and business operations linkages. The deliverable
(_)ng of the more mportanlnngvatwe Appr_o_aches_ would be a report that describes the highest potential
findings is that very substantial opportunities eX'Stimpact linkages, the specific circumstances where
for enhancing the impact and return on resources %ey are most applicable, and the recommended ap-
US’_A‘ID private sector and agribusiness deveIOpmer\Broaches for establishing and sustaining the linkages.
prOJe(?ts through thg development and sustenan.ce %e research would be based on private sector devel-
effect|_ve operating Imkgges. Examples of such IInI('opmentlinkages, but the suggested applications would
ages include the following: be focused on agribusiness development.

B Subcontracting between large agribusiness firms

and SMEs 8.2 SUCCESS STORIES IN SSA

B Qutgrower arrangements between exporters and/ AGRIBUSINESS DEVELOPMENT
or domestic processors and producers

B Mentoring by managers of large agribusiness firm&here seems to be a lack of appreciation by USAID
with entrepreneurs from agribusiness SMEs  management, and especially USAID sponsors, of the
benefits that can be derived from agribusiness devel-
opment. One reason for this may be the lack of well
B Extension/R&D - private sector - donors coop-documented and presented descriptions of the results
erative project implementation of USAID agribusiness projects and activities.

Questions to be addressed include the following: Therefore, this activity would develop special pre-
How can the potential be optimized for outgrower/se”tations on the most significant benefits of USAID-
contract grower schemes on the model of the Silk angtPPOrted agribusiness activities and projects and
Vanilla projects in Uganda, schemes that have sudackage them for both internal USAID use and for

cessfully reached out to both small farmers and/S€ as public relations (external) documents. The
analysis of these projects would be objective but

B Vertically integrated agribusiness associations
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would focus on the direct and indirect benefits. Fordocumented report on the merits of a fully integrated
the internal presentation an input/output assessmemérsus a single service or multiservice (but less than
would be included that would assess the actual anfdll service) approach to agribusiness development,
potential comparative return-on-resources fromand recommendations on the optimal design of a
agribusiness versus other types of developmerttigh-impact project that yields a high return on re-
projects. sources.

The methodology would involve reviewing project

assessments/evaluations, analyzing the projects prg-4 TRENDS AND PROJECTIONS IN

filed in the Innovative Approacheactivity from a THE EU MARKET FOR NTAES
different (most positive results) perspective, and dis- FROM SSA

cussions with agribusiness project managers in Wash
ington and at the Missions.

As USAID and other donor investments in SSA hor-
ticultural export projects have proliferated, how have

8.3 ASSESSMENT OF THE international markets, particularly in the EU, changed
COMPARATIVE IMPACT OF and how will they change in the near future? More
INTEGRATED VERSUS NON- important, how can SSA exporters optimize their
INTEGRATED AGRIBUSINESS NTAE plans, and therefore success, in the next three
DEVELOPMENT SERVICES, to five years, based on projected market require-
WITH RECOMMENDATIONS FOR  ments, the emergence of tough competition from other
AN OPTIMAL APPROACH developing countries, and a perceived saturation of

key markets? In answering these questions, it is nec-
essary to examine the depth, magnitude, and nature of

One of the strongest recommendations of Iti@o- i
. S oo demand for selected flowers and off-season fruits and
vative Approacheactivity is that agribusiness devel- ) . .
vegetables in the EU and project market opportuni-

opment services should be offered in a highly inte-

grated, one-stop-shopping format. This propositior%'es and threats. This would be based in part on ex-

needs further support and development. Therefore %mmatlon of trends in trade prices, market channels,

more detailed, focused assessment of the strengtHglumes’ and market shares by major EU importing

. codmtry. More important, the research would require
and weaknesses, successes and shortcomings, an

. . In-depth, structured interviews with a sample of ma-
comparative impact and return on resources of inte-

grated versus non-integrated private sector develoff—)r EU importers, wherg expert judgments would b,e
ment services is called for sought. Such an exercise could be broadened to in-

clude other commodities, such as tropical products,
This analysis would be accomplished by perform-spices, essential oils, and other NTAEs. If this is
ing a detailed review of partially integrated versusfound to be of significant value to SSA Missions it

single service projects with a concentration on impac¢ould become an annual survey of key EU importers.
and benefit/cost analysis. The focus of this activity

would be on agribusiness development projects but In agribusinessexport promotionprograms, do-

would include any private sector development activ'0"s and implementing agents require periodic feed-

ity, especially those focused on SMEs. The geographi%aCk and input from key destination country import-

scope of the secondary, Washington-based, and teler>" This can be done through the above surveys of

phone research portion of the study would be gIobaﬁeIeCted importers in target high-income and regional

The primary research would be focused on SSA. Th(ranarkets. These surveys will emphasize factors that

. . . . are critical to exporter success, such as the quality and
Innovative Approachesntity profiles provide a use- - ! X

. i . reliability of agricultural product shipments, the per-
ful starting point for this research.

ceived reliability of various countries’ exporters, their
The deliverable for this activity would be a well- responsiveness to importers’ desires and feedback,
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and how the products of particular exporting coun-government entities (including universities and devel-
tries in SSA compare to those of key competitorsppment banks), and linkages with PVOs/NGOs.

particularly those in North Africa, Asia, and LAC. Therefore, this activity would assess the results of

Importer surveys could be carried out most effeca broad range of leveraging situations used US#ID
tively by a centrally funded project such as AMIS Il. by other donors;analyze leveraging opportunities,
Obtaining core or Africa Bureau support would bechallenges, and benefits with potential partners; and
necessary, rather than trying to raise funding throughecommend the leveraging opportunities that have
the buy-in contributions of numerous USAID Mis- the best potential to significantly increase the impact
sions, which would be difficult and time-consuming of USAID private sector and agribusiness develop-
to coordinate. ment projects. This activity would focus on project

The basic output for such a project would include:deSIgn considerations.

B Forward looking bases of competition in the EU

market for selected SSA NTAE 8.6 ASSESSMENT OF THE NICHE
) » MARKETS FOR SSA SPECIALTY
B Comparative competitive assessment by export- NTAES

ing country - using the basis of competition

B Important EU market and general marketing conpne of the lessons learned from tiimovative Ap-
ditions and trends (including free trade agreeproachesactivity is that it is quite difficult for SMEs
ments) and the implications for SSA exporters o participate in NTAEs, particularly via direct ex-

B Resultant threats to SSA NTAE exporters porting (versus sales through a larger exporter). The

Vanilla and Silk projects in Uganda and the prelimi-

nary success of specialty export efforts in Madagas-

B SSA NTAE export strategies to overcome thecar and Arusha, Tanzania indicate that there may be
threats and capitalize on the opportunities in theignificant potential in niche or specialty products
EU market produced, processed, and possibly marketed by SMEs

and/or SME associations. Examples of these spe-

cialty crops/products include seasonings and spices,

8.5 OPPORTUNITIES FOR specialty oils, organic vegetables, and dried chilies.
LEVERAGING SCARCE USAID

AGRIBUSINESS DEVELOPMENT Therefore, an activity with considerable merit would
RESOURCES be to investigate in detail the success and conditions
for sustainability of specialty or niche market busi-
o ) nesses involving small- and medium-size producers
USAID'’s resources are becoming increasingly scarce

T and SME processor/exporters.
and therefore USAID must leverage its limited funds

to achieve optimal private sector and agribusiness
development project results. Based on the findings @.7 OPTIMAL DESIGN FOR AN

B Resultant opportunities for NTAE exporters

the Innovative Approacheactivity, one of the best ONGOING SYSTEM TO GATHER
ways to accomplish this is to include other entities in AND REPORT THE LESSONS
the design of USAID-led projects. This will enable LEARNED AND IMPLICATIONS
USAID to act as a catalyst, drawing other resources OF AGRIBUSINESS

into projects in areas it wants to develop. The resulting DEVELOPMENT PROJECTS IN
synergy will produce a much more effective result SSA

than an independent approach.

Examples of such leveraging include: multi donorlnnovative Approachesesearchers were surprised
projects, private sector alliances, cooperation witho find that USAID agribusiness project managers
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had minimal information on the success and shorttions from one USAID (or other donor’s) project are
comings of similar donor-supported projects. Theyreviewed and discussed on-line monthly. An entity
therefore were unable to incorporate lessons learnesich as AMIS 1l could (a) profile the project, in
and implications from these similar projects into thecooperation with the implementing entity, (b) suggest
design and implementation of their projects. This lacldesign and implementation lessons learned and im-
of familiarity with similar projects is especially true plications, and (c) ask for comments from USAID
for non-USAID projects. managers interested in agribusiness development.

USAID tends to monitor and evaluate only

subsector-level aggregates (overall trade statisticg) g METHODOLOGY FOR
rather than the business performance of firms assisted IDENTIEYING THE HIGHEST

by a project. Positive trends in export volume and POTENTIAL AGRIBUSINESS
value data are one set of performance indicators, but SUBSECTORS
they may reflect other factors, such as macroeco-

nomic changes (in exchange rates, interest rates) qr . .
) 9 (. 9 ) %nother recommendation derived from tlh@&nova-
favorable international market developments.

tive Approachesactivity is that most agribusiness
In-depth monitoring of the business performancedevelopment projects identify the highest opportunity
of assisted firms is usually resource intensive. Theresubsectors in a given country or region and focus
fore, rather than monitoring large numbers of clienfproject resources on those subsectors. A high-oppor-
firms, it is advisable for experienced senior analyststunity subsector focus will result in the highest yield
preferably those with international business experion scarce resources. The challenge is in how to iden-
ence, to conduct a limited number of case studiesify the highest opportunity subsectors. This is a func-
using multiple visits (at least annual visits). The casetion of the comparative assessment of (a) markets, (b)
need to be selected to reflect thenge of assisted competition, (c) natural and human resources, (d)
firm sizes, commodity subsectors, and firm require{evel of base technology and know-how, (e) support
ments for assistance or project-provided services. services and institutions, and (f) other factors. A

The Innovative Approachesctivity has begun the methodology needs to be developed to help project

process by doing case studies on firms and associBI-anners and managers identify the highest opportu-
Enity agribusiness subsectors. This methodology would

tions assisted by donor projects. This type of M&

needs to be continued for USAID agribusiness projectgraw upon Rapid. Appraisal techniques, market re-
in SSA and elsewhere. By providing sucbgular search, comparative advantage assessment, and poll-

feedback to Missions that are implementing agribusii_ng of current and potential participants. Forecasting
chnology would be used to anticipate the compara-

ness development projects, and by synthesizing ket\? ‘ ) .
findings and lessons learned across countries, indullYe Penefits of promoting the various subsectors.
tries/subsectors, and project types, AMIS Il or an-
other contractor could help USAID the quality andg g OPTIMAL METHODS

effectiveness of the design, implementation, and moni- OF INCREASING THE

toring and evaluation of USAID’s agribusiness port- INVOLVEMENT OF THE

folio in SSA. PRIVATE SECTOR IN DONOR-
A methodology needs to be developed to generate SUPPORTED AGRIBUSINESS

an ongoingflow of usefulagribusiness development DEVELOPMENT PROJECTS

project/activity analysis, lessons learned, and impli-

cations. One way to implement this is to establish aprijvate sector agribusinesses’ contributions to the
agribusiness development bulletin board on USA'DdeS|gn and implementation of donor-supported agri-
E-mail where the lessons learned and the implicapysiness projects can significantly increase the ben-
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efits of such projects. Successful agribusiness firmdium and large versus micro and small enterprises,
can help enhance agribusiness projects, and mechacluding a benefit/cost analysis.
nisms should be developed to facilitate their involve-

. Developing detailed case study material could prove
ment.

quite useful in this respect. Case studies would exam-
This activity would therefore assess where, whenine instances where:

and how private sector agribusiness managers ha\ie

been involved in agribusiness projects, how that par-

ticipation has been most successfully facilitated, and

how agribusinesses can be most effectively involved

in project design and implementation.

Microenterprises act as subcontractors to ex-
porting SMEs, providing inputs, intermediate
(semiprocessed) goods, or selected, labor-inten-
sive services (e.g., rural assembly of produce).

2. Microenterprises are able to export NTAEs to
niche markets, most likely by consolidating ship-
8.10 OTHER RESEARCH ments through an intermediary organization such
OPPORTUNITIES as a PVO/NGO or exporter willing to play a
coordinating role.

The following are lower impact potential activities. 3. Microenterprises provide services, unrelated to

8.10.1 Comparative Impact of Providing agribusiness exports, to SMEs, such as uniform
Support to MSEs versus MLEs cleaning, waste removal, building maintenance,
operating a canteen, courier/messenger services,

There is little evidence that microenterprises are able
to export to high-income markets. Medium- and large-
size firms have the scale, sophistication, knowledge, These case studies could help clarify the compara-
and access to key support services to expand expotige role for MSEs versus MLEs in agribusiness de-
of NTAEs and other agribusiness products. An im-~velopment.

portant programmatic issue is whether_USAID shoulch_lo_2 Assessment of the Role of Agribusiness
support only micro and small enterprises to expand
agribusiness exports; or should USAID seek a bal-
ance that stimulates broad-based participation, and at
the same time helps develop medium and large firm&he potential of promoting agribusiness as a means to
who have a realistic opportunity to have a positivestimulate agricultural production, enhance food secu-
impact on total agribusiness sector growth and/ofity and improve the cost, variety and convenience of

NTAEs. These firms could then function as modelsonsumer and beverage products is not sufficiently
and linkage partners for SMEs. understood by donors. This activity would develop a

) o clear rationale for agribusiness development and dem-
What is the best and most efficient way to measurg <t ate its “vital link” role in the food chain

the full social and economic impact of support to me- o
dium- and large-scale enterprises? If economic devef-10-3 Ro!e Of Market Information in
opment objectives are to increase broad-based in- Agribusiness Development

come, employment, and foreign exchange generatiofyow effective is most general market information?
this may be most efficiently achieved through supq arge firms say they do not need or use it, and small
port to medium and large firms. There is a need t§yms say they do not know how to use it. This
address criticism of such assistance to larger firmsesearch would develop effective ways to measure
however, which is perceived as providing assistanCge yse of market information versus the cost of

to those who do not really need it. To respond to thi%)roviding it, especially by type of information and
criticism would involve determining the comparative yype of user.

primary and secondary impact of support for me-

and such.

in Stimulating Agricultural Production
and Enhancing Food Security
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8.10.4 Analysis of the Most Relevant NTAE promotion programs, and research-based lob-

Agribusiness Interventions for the bying on policy and regulatory measures. The key
Various Stages of Economic guestion is: Which interventions are preferable under
Development which level of development conditions?

Both trade associations and FADCs received heav§.10.5 Role of Commercial Associations in
emphasis as high-potential interventions in this activ- Agribusiness Development

ity. Useful applied research could indicate tievel- . L .
Can commercial associations be used to improve

opment conditionander which one or the other is the . . .
terred lead int tion b q Thi input supply, replacing outmoded state or cooperative
preferred (or leading) intervention by a donor. 'Schannels? This activity would conduct an investiga-

exercise could be part of a larger research activity %flon into how commercial associations can be devel-
the sequen(.:mg,. coordlnatlor.m, apd mterplay 9f oped and supported to function as middlemen be-
several agribusiness promotion interventions in tween MSE producers and exporters, thus enabling

a developing country or transitional economy . . -
. . L some economies of scale and balancing negotiating
including food distribution system development,povver
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Notes

Statement of Work: Monitoring and Impact Assessment’
of Innovative Approaches to Agricultural Marketing Sys-
tems Development.

There are some NGOs to which individual members of
the SAEDF board have strong ties (e.g., AfriCare in
Tanzania). If the local mission agrees, it might be useful
for AMIS Il to work with both the board member and the
NGO to develop an economically and environmentally
sustainable project for SAEDF consideration as well as
for other USAID support. 8

In contrast, in Ghana the Agricultural Development Bank
charges 35 percent interest on loans, which compensates

for inflation.
9
This term was coined by Keith Marsden iafrican

Entrepreneurs: Pioneers of DevelopmeliC Discus-
sion Paper No. 9, 1990.

A World Bank agribusiness advisor reported that Bank
funding of shrimp promotion schemes in multiple Asian ;g
and LAC countries led to world market saturation and
financial problems for many of the producing countries.

This term was coined by Keith Marsden isfrican
Entrepreneurs: Pioneers of DevelopmeliC Discus-
sion Paper No. 9, 1990.
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Note that the agribusiness system cuts across what are
conventionally thought of as sectors: agriculture, indus-
try, the service sector, energy, transport, and the extrac-
tive sector (forestry products, petroleum or coal products
used to fuel agroindustries, and transport systems serv-
ing agribusiness). While agriculture’s (i.e., agricultural
production’s) share of GDP falls as national incomes
rise, agribusiness’ share increases for low and lower-
middle income countries.

The Comité régional de concertation was created in
1994 and includes horticultural trade association repre-
sentatives from Mali, Senegal, Guinea, Burkina Faso,
and Niger.

TIP is a “partial” exception because it provided a grant
to APDF to assist Ghanaian SMEs seeking to expand
NTAEs to identify and access sources of finance. TIP
itself does not work directly with or provide support to
a financial intermediary.

The interest rate ceiling of 17 percent in francophone
Africa was below the inflation rate in 1994. In contrast,

in Ghana, the Agricultural Development Bank charges
35 percent interest on loans, which compensates for
inflation.
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